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December 18, 2003

HAND DELIVERED
Mr. Bruce Duke
Deputy Executive Director
Synergy Business Park, Saluda Building
101 Executive Center Drive Il I 1.::.
Columbia, SC 29211 (Jnt Illl S 0Lh(ttrtrlENT

Re: Time Warner Cable Information Services (South Carolina), LLC
Application for local and interexchange authority
Our File No. 03027-0065

Dear Mr. Duke:

Enclosed for filing please find the Application of Time Warner Cable
for a certificate of public convenience and necessity to provide
interexchange and local voice services using Internet protocol in South
Carolina. Time Warner Cable Information Services also requests that the
Commission authorize implementation of an alternative regulatory plan
under S.C. Code Sections 58-9-575 and 58-9-585 as outlined in the
application. We respectfully request that the Commission process this
application as quickly as possible. An original and 18 copies are included
for filing. Please date-stamp the extra copies of the Application as proof of
filing and return them with our courier.

If you have any questions, please have someone on your staff
contact me.

Very truly yours,

ROBINSON, McFADDEN 8 MOORE P.C.
'

I
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BARRIS�&

Foondins Merober

lbds
Enclosure

CC: Ms. Julie Y. Patterson (with enclosure)
Mr. James McDaniel (via email without enclosure)
David Butler, General Counsel (via email without enclosure)

PosT OFFICE Box 944, Cor(IILIBIA, SC 29202)R 1901 ISVIAIH STREET, SDITE 1200, Cobuth(BIA, SC 29201
PHGKT. : 803.779.8900I FAR: 803.252.0724 oR 803.771.9411E) IHLTERiRIET: wwwl. RQBIIkrsotstIAw. corhl



BEFORE

THE PUBLIC SERVICE COMMISSION OF

rl'8 C C) - 7 f t".-.
' 0

llegal QZ Z3

SOUTH CAROLINA

DOCKET NO.
7I

IN RE: Application of Time Warner Cable Information )
Services (South Carolina), LLC for a Certificate )
of Public Convenience and Necessity to Provide )
Interexchange and Local Voice Seivices and for )
Alteniative Regulation pursuant to S.C. Code )
Sections 58-9-575 and 58-9-585 )

Application of Time Warner Cable
Information Services (South Cm ollna), LLC

Pursuant to Section 253 of the Telecommunications Act of 1996, South Carolina Code

Section 58-9-280, and the Rules and Regulations of the Commission, Time Warner Cable

Information Services (South Carolina), LLC ("TWCIS" or "Applicant" ), hereby submits this

Application for a Ceitificate of Public Convenience and Necessity to provide interexchange and

local voice services tluoughout the State of South Carolina. TWCIS also requests that the Public

Service Commission of South Carolina ("Conunission") authorize implementation of an

alternative regulatory plan under S.C. Code Sections 58-9-575 and 58-9-585 as outlined in this

Application. In support of its Application and in compliance with the Commission's Rules and

Regulations, TWCIS submits the following information:

1. Time Warner Cable Information Services (South Carolina), LLC is the legal name

of the Applicant. Applicant's principal place ofbusiness is:

Time Warner Cable Information Services (South Carolina), LLC
290 Harbor Drive
Stamford, Connecticut 06902

7984zl



2. Communications relating to this application should be directed to TWCIS's

attorney of record:

Frank R. Ellerbe, III
Bonnie D. Shealy
Robinson McFadden Ec Moore, P.C.
Post Office Box 944
Columbia, South Carolina 29202
Telephone (803) 779-8900
Facsimile (803) 252-0724

Iulie Y. Patterson
290 Harbor Drive
Stamford, Connecticut 06902
Phone: 203-328-0671
Fax: 203-328-4840

3. Questions concerning TWCIS's ongoing operations should be directed to:

Julie Y. Patterson
290 Harbor Drive
Stamford, Connecticut 06902
Phone: 203-328-0671
Fax: 203-328-4840

4. Customer inquiries or complaints should be directed to:

Iulie Y. Patterson
290 Harbor Drive
Stamford, Connecticut 06902
Phone: 203-328-0671
Fax: 203-328-4840

5. The name and address of TWCIS's registered agent in South Carolina is:

CT Corporation System
75 Beattie Place
Greenville, South Carolina 29601

6. TWCIS is limited liability company organized under the laws of the State of

Delaware. Copies of TWCIS's Articles of Organization and Operating Agreement are attached



hereto as Exhibit A. Attached as Exhibit B is a current list of the members of TWCIS. TWCIS's

Authority to Transact Business in South Carolina is attached hereto as Exhibit C.

7. TWCIS is financially qualified to provide local and interexchange services in

South Carolina. Attached as Exhibit D is the SEC Form 10-K for Time Warner Entertainment

Company, L.P., one of the corporate parent's of TWCIS. A commitment letter from Time

Warner Entertainment Company, L.P., in which the parent entity commits to providing necessary

financial support to TWCIS's service offerings in South Carolina, is attached as Exhibit D-l. A

corporate organization chart is attached as Exhibit E.

8. TWCIS will rely on the individuals identified in Exhibit F for technical and

managerial support for its South Carolina operations.

9. The corporate affiliates of TWCIS that are providing, or are authorized to provide,

telecommunications seivices, are identified in Exhibit G.

10. TWCIS plans to provide facilities-based local and long distance Internet protocol

("IP")voice service, targeted to the residential market. TWCIS's Proposed Service Offering is

described in Exhibit H.

11. Except as noted herein in any applicable waiver request, TWCIS will abide by all

applicable statutes and all applicable Orders, rules, and regulations entered and adopted by the

Commission.

12. TWCIS will participate to the extent it may be required to do so by the

Commission in the support of universally available telephone service at affordable rates,

13. Pursuant to the general regulatory authority of the Commission, TWCIS requests

authorization to adopt an alternative means of regulating the Applicant under S.C. Code Sections

58-9-575 and 58-9-585. TWCIS intends to offer facilities-based local and long distance Internet

protocol voice services to the residential market on a bundled flat rate basis. TWCIS will not

offer separate local or interexchange seivices on a stand alone basis. Specifically, TWCIS

requests that the Commission adopt an alternative regulatory scheme which provides that the

Commission shall not fix or prescribe the rates, tolls, charges, or rate stmctures for TWCIS's



bundled interexchange and local services or for its operator and directory assistance services.

TWCIS requests that it be allowed to file and maintain pidce lists for its local and interexchange

seivices without filing a maximum rate schedule. Applicant submits that it is subject to

competition with respect to its bundled local and long distance IP voices services as well as the

directory assistance and operator service offerings.

14. TWCIS submits that the Commission should authorize implementation of this

alternative regulatory scheme on the basis that the public interest will be served by approving the

seivice offerings outlined in this application and exhibits.

15. TWCIS respectfully requests a waiver of the requirement in S.C. Code Ann. Regs.

103-610 that all records required under the rules be kept within the State of South Carolina.

TWCIS maintains its headquarters in Stamford, Connecticut, and will offer services in multiple

jurisdictions. It would be impractical and administratively burdensome for TWCIS to maintain

separate records in all of the states in which it operates. Accordingly, TWCIS seeks a waiver of

S.C. Code Ann. Regs. 103-610 so that it may maintain its records at its principal place of

business in Stamford, Connecticut.

16. TWCIS requests that it be exempt Irom any record-keeping rules or regulations

that might require a canier to maintain its financial records in conformance with the Uniform

System of Accounts (USGA). Because it utilizes the Generally Accepted Accounting Principles

(GAAP), the Commission will have a reliable means by which to evaluate operations.

17. The Applicant does not intend to publish telephone directories. The Applicant

will make arrangements to ensure that the names of its customers are included in the directories

published by the appropriate incumbent local exchange carrier (ILEC). Waiver of the directory

requirement is justified because it would be an unnecessary burden on the Applicant to require

that it publish and distribute its own directory to all customers located within each exchange

area. Therefore, TWCIS requests that the Commission waive 26 S.C. Regs. 103-631.

18. TWCIS requests a waiver of 26 S.C. Reg. 103-622.1(d) in regard to its

requirement that toll charges be itemized because the local and long distance IP voice services it



proposes to offer will be billed on a bundled flat-rate basis, and, therefore, there will be no toll

charges on customers' bills. Customers will receive a monthly statement and be able to obtain

copies of individual call details via the TWCIS secure website or by requesting call detail

information from TWCIS directly. Because TWCIS will bill all local and interexchange calls on

a bundled, flat-rate basis, customers will not be billed for any individual local or interexchange

calls and will not need to view call detail to determine whether their bills are correct. For those

customers who wish to view their call detail, TWCIS will make it available to them, either via

the TWCIS secure website or via regular mail. Therefore, TWCIS requests that the Commission

waive 26 S.C. Reg. 103-622.1(d).

19. In recognition of the currently unsettled nature of the issues surrounding the

appropriate regulatory treatment of IP-based voice services such as proposed by the Applicant,

nothing in this submission should be construed as a concession or agreement by TWCIS that the

setvices at issue in this Application constitute telecommunications services, local exchange

services, common carrier offerings, or services that are otherwise subject to federal or state

regulation, nor that the entity or entities providing them constitute telecommunications carriers,

telecommunications providers, local exchange catrier, interexchange carriers, common carriers,

or other regulated entities.

WHEREFORE, Time Warner Cable Information Services (South Carolina), LLC

respectfully requests that the Commission issue it a Ceflificate of Public Convenience and

Necessity authorizing it to provide local and interexchange voice services in South Carolina,

subject to the waivers sought herein, and that it be alternatively regulated pursuant to S.C. Code

Sections 58-9-575 and 58-9-585.



Dated this day ofDecember, 2003.

Respectfully submitted,

ROBINSON, MCFADDEN & MOORE, P.C.

Frank R. Ellerbe, III, Esquire
Bonnie D. Shealy, Esquire
Robinson, McFadden & Moore, P.C.
1901 Main Street, Suite 1200
Post Office Box 944
Columbia, South Carolina 29202

Telephone:
Fax:

803-779-8900
803-252-0724
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I r HARRIET SMI TH WINDSORr SECRETARY OF STATE OF THE STATE OF

DELAWAREr DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT

COPY OF THE CERTIFICATE OF FORMATION OF "TIME WARNER CABLE

INFORMATION SERVICES (SOUTH CAROIINA)r LLC", FILED IN THIS

OFFICE ON THE FOURTEENTH DAY OF JULYr A D 2003r AT 8'50 0 CLOCK

3681447 8100

030461138

Wn
Harriet Smith Windsor, Secretary of State

AUTHENTICATION: 2527189

DATE 07-15-03
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CERTIFICATE OF FORMATION

OF

TIME WARNER CABLE INFORMATION SERVICES (SOUTH CAROLINA), LLC

This Certificate ofFormation of Time Warner Cable Information Services (South
Carolina), LLC (thc "Company" ) is being errecutcd by thc undersigned for the purpose of
forming a limited liability company pursuant to the Delaware Limited Liability Company Act.

1. The name of the Company is Time%amer Cable Information Services (South
Carolina), LLC,

2. The address ofthe registered office of the Company in the State of Delaware is
Corporation Trust Center, 1209 Orange Street, Wilmington, DH l 9801, The name of the
Company'5 registered. agent at such addi ess is The Corporation Trust Company.

3. This Certilicate ofFormation shall be effective upon filing.

IN WITNESS WHEREOF, the undersigned, an authorized person of the Company, has
executed this Certilicate ofFormation this l0th day ofJuly, 2003.

Time Warner Cable Inc. , Managing Member,

Ryr a
Gerald D, Campbell,
Senior Vice President, Voice

MaLowvrississudooiFoeoa\LLciconiliosto of pocsolloo r.Lc.ooc



LIMITED LIABILITY COMPANY AGREEMENT
OF

TIME WARNER CABLE INFORMATION SERVICES (SOUTH CAROLINA), LLC

This Limited Liability Company Agreement is entered into effective as of July 14, 2003
(the "Effective Date") by and between Time Warner Cable Information Services (South
Carolina), LLC (the "Company" ), a limited liability company organized pursuant to the
Delaware Limited Liability Company Act (the "Act"), and Alert Cable T.V. of South Carolina,
Inc. ("Alert Cable T.V."),"Time Warner Cable Inc. ("TWC") and Time Warner Entertainment-

Advance/Newhouse Partnership ("TWEAN"), as the members of the Company (the "Members" ).

ARTICLE I —FORMATION; TERM; PURPOSE; POWERS

1.1. Formation. Alert Cable T.V., TWC and TWEAN formed the Company on
July 14, 2003 pursuant to and in accordance with the Act.

1.2. Name. The name of the Company shall be Time Warner Cable Information

Services (South Carolina), LLC.

1.3. Term. The term of the Company commenced on the date of filing of the

Certificate of Formation with the Secretary of State of the State ofDelaware and the Company
shall continue in existence until dissolved in accordance with either the provisions of this

Agreement or the Act.

1.4. Puruose. The purpose of the Company shall be to (a) engage in the business of
providing telephone and other communications services in South Carolina, (b) engage in any
other lawful act or activity for which limited liability companies may be organized under the Act,
as determined by the Members; and, (c) engage in all activities necessary, appropriate, proper or
advisable for the furtherance and accomplishment of these purposes and the protection and

benefit of the Company.

1.5 Powers. Except as otherwise limited in this Agreement, the Act or any other

applicable laws and regulations, the Company shall have the power and authority to take any and

all actions necessary to or reasonably connected with the Company's business.

1.6 Executive Office. The executive office of the Company shall be located at

290 Harbor Drive, Stamford, Connecticut 06902. The Company may locate its places of
business and registered office at any other place or places as the Members from time to time may
determine. The Company may have other offices at such place or places as the Members may
designate fiom time to time.

1.7. Re istered Office and Re istered A ent. The Company's registered office shall

be at the office of its registered agent at Corporation Trust Center, 1209 Orange Street,



Wilmington, County of New Castle, Delaware 19801,and the name of its registered agent at
such address shall be The Corporation Trust Company.

ARTICLE II - MEMBERS; ADDITIONAL MEMBERS; TRANSFERABILITY

2.1. Members. The names and the business mailing addresses of the members are as
follows:

Name Address

Alert Cable T.V. of South
Carolina, Inc.

290 Harbor Drive
Stamford, CT 06902

Time Warner Cable Inc. 290 Harbor Drive
Stamford, CT 06902

Time Warner Entertainment-
Advance/Newhouse Partnership

290 Harbor Drive
Stamford, CT 06902

2.2. Admission of Additional Members. One or more additional members may be
admitted to the Company with the approval of and upon such terms and conditions as the
Members may determine from time to time.

2.3. Transfers. The Members' interest in the Company shall be transferable either
voluntarily or by operation of law. The Members may sell, assign, convey or otherwise dispose
of all or any portion of its interest in the Company. If a Member transfers less than all of its
interest in the Company, the transferee shall be admitted as a member of the Company upon such
terms and conditions as the Member and the transferee may agree. If a Member transfers its
entire interest in the Company, the transferee shall succeed to all of the Member's rights under

this Agreement and shall be admitted as a member on the effective date of the transfer without
further notice to or action by any party.

ARTICLE III —CAPITAL CONTRIBUTIONS; DISTRIBUTIONS

3.1. Initial Ca ital Contribution. The Members have contributed, or will contribute,

$1,000 to the Company,

3.2. Additional Ca ital Contributions. The Members may, but shall not be obligated
to, make additional capital contributions to the Company.

3.3. Distdbutions. The Company shall make distributions to the Members in such
amounts and at such times as shall be determined by the Members from time to time in
accordance with this Agreement; provided, however, that the Company shall not make any
distribution unless, after such distribution is made, the assets of the Company are in excess of the
liabilities of the Company.



behalf of the Company, which act was within the scope of the authority (if any) conferred on the
) Members or Company officers by this Agreement or by duly taken action of the Members, unless

such act or omission constituted fraud, bad faith, gross negligence or willful misconduct. The
Company agrees to indemnify and hold the Members and Company officers harmless Irom and
against any claim, demand, loss, damage, liability or expense of any kind or nature whatsoever,
including reasonable attorneys' fees incurred by or against the Members or Company officers
arising from or in connection with the business of the Company, except when a final non-
appealable determination is made by a court of competent jurisdiction that the Members or
Company officers acted in or with fraud, bad faith, gross negligence or willful misconduct.

5.4. Dele ation ofPowers' No Mana ement b Other Persons.

(a) The Managing Member may appoint individuals with or without such titles as it
may elect, including, but not limited to, the titles ofPresident, Vice President, Treasurer,
Secretary, and Assistant Secretary, to act on behalf of the Company with such power and
authority as the Managing Member may delegate in writing to any such persons.

(b) Except and only to the extent expressly delegated by the Managing Member, no
person or entity other than the Managing Member shall be an agent of the Company or have any
right, power or authority to transact any business in the name of the Company or to act for or on
behalf of or to bind the Company.

5.5 Em lo eesofthe Cpm an . TheManagingMembershalldevotesuchtimeto
the Company business as it, in its sole discretion, shall deem to be necessary to manage and
supervise the Company business and affairs; but nothing in this Agreement shall preclude the
employment, at the expense of the Company, of any agent or third party to manage or provide
other services in respect of the Company business or property subject to the control of the
Managing Member.

ARTICLE VI - DISSOLUTION

6.1. Dissolution. The Company shall be dissolved and its affairs wound up at such
time as may be determined by the Members. Upon dissolution, the Company shall cease the
carrying on, as distinguished from the winding up, of its business and affairs. Upon dissolution
the Company shall not terminate, however, but shall continue until the winding up of its affairs
has been completed and a certificate of cancellation has been filed with the Delaware Secretary
of State.

6.2. Distribution of Assets U on Dissolution. Upon the winding up of the Company,
the Company shall discharge all of its liabilities, including liabilities to the Members if they are a
creditor, either by payment or by establishing appropriate reserves for payment thereof. The
Company assets and properties shall be sold or distributed in kind in connection therewith as
deteimined by the Members in its discretion. Any remaining Company assets or properties shall
be distributed to the Members.



6.3. Certificate of Cancellation. Upon completion of the winding up of the Company,

) a certificate of cancellation shall be filed with the Delaware Secretary of State in accordance
with the Act.

ARTICLE VII - MISCELLANEOUS

7.1. Inconsistencies with the Act' Severabili . To the fullest extent possible, this
Agreement shall govern even if inconsistent with, or different than, the provisions of the Act or
any other law or rule. If any provision of this Agreement or the application thereof to any person
or circumstance shall be invalid, illegal or unenforceable to any extent, the remainder of this

Agreement and the application thereof shall not be affected and shall be enforceable to the fullest
extent permitted by law.

22. ~Gi L . Thi Agt t h llh g dhyth 2 t ll fth
State ofDelaware without regard to the conflicts of law principles thereof.

7.3. No Third Part Beneficiaries. Except as otherwise expressly provided herein, the
members intend and agree that no person shall be a third party beneficiary of this Agreement.
No provision of this Agreement shall be for the benefit of or enforceable by any creditor of the

Company or any member. Any agreement to make any contribution or to otherwise pay any
amount and any assumption of liability, express or implied, contained in this Agreement, shall be
only for the benefit of the members and their respective permitted successors and assigns, and

such agreements and assumptions shall not inure to the benefit of the obligees under any

) Company indebtedness or to any other person or entity.

7.4. Amendments. This Agreement may be amended only by a written instrument

executed by all Members.

7.5. Definitions Generall . Definitions in this Agreement apply equally to both the
singular and plural forms of the defined terms. The words "include" and "including" shall be
deemed to be followed by the phrase "without limitation" when such phrase does not otherwise

appear. The terms "herein, ""hereof' and "hereunder" and other words of similar import refer to

this Agreement as a whole and not to any particular section, paragraph or subdivision. The
section titles appear as a matter of convenience only and shall not affect the interpretation of this

Agreement. All section, paragraph or clause references not attributed to a particular document
shall be references to such parts of this Agreement.

[The remainder of this page is intentionally left blank. j



The parties have executed this Limited Liability Company Agreement effective as of the

) Effective Date.

COMPANY:

MEMBERS:

TIME WARNER CABLE INFORMATION SERVICES
(SOUTH CAROLINA), LLC
by Time Warner Cable Inc~ Mana ing

Member,

By:
Name: Gers d D. Campbell
Title: Senior Vice President, Voice

ALERT CAB V. OF SOUTH CAROLINA, INC.

By:
Name: David E. 0' e
Title: Vice President

TIME WARNER CABLE INC.

Name: Ger D. Campbell
Title: Senior Vice President, Voice

TIME WARNER ENTERTAINMENT-
ADVANCE/NEWHOUSE PARTNERSHIP
by Time Warner Entertainment Company, L.P.,

Name: Gerald D. Campbell
Title: Senior Vice President, Voice, Cable Group
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LIST OF MEMBERS

The following are the two members of Time Warner Information Services (South
Carolina), LLC:

Time Warner Entertainment - Advance/Newhouse Partnership
A New York Partnership
290 Harbor Drive
Stamford, CT 06902

Time Warner Cable Inc.
A Delaware Corporation
290 Harbor Drive
Stamford, CT 06902
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-I

The State of South Carolina

Office ofSecretary ofState Mark Hammond

Certificate of Authorization

I, Mark Hammond, Secretary of State of South Carolina Hereby certify that:

TIME WARNER CABLE INFORMATION SERVICES (SOUTH CAROLINA), LLC, A

Limited Liability Company duly organized under the laws of the State of
DELAWARE, and issued a certificate of authority to transact business in South
Carolina on July 30th, 2003, with a duration that is at will, has as of this date filed

all reports due this office, including its most recent annual report as required by
section 33-44-211, paid all fees, taxes and penalties owed to the Secretary of
State, that the Secretary of State has not mailed notice to the company that it is
subject to being dissolved by administrative action pursuant to section 33-44-809 of
the South Carolina Code, and that the company has not filed a certificate of.
cancellation as of the date hereof.

Given under my Hand and the Great Seal of
the State of South Carolina this 30th day of "
July, 2003.

Mark Hannnond, SecretaryerrState
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APPLICATION FOR A CERTIFICATE OF AUTHORITY
BYA FOREIGN LIMITED LIABILITY COMPANY

SEC
. ~ 4

NSACT BUSINESS IN SOUTH CAROLINA

pF EptltH

ECIIEt
TYPE OR PRINT CLEARLY WITH BLACK INK

.The following Foreign Limited Liability Company applies for a Certificate of Authority to Transact Business
in South Carolina in accordance with Section 33-44-1002 of the 1976 South Carolina Code of Laws, as
amended.

1. The name of the foreign limited liability which complies with Section 33-44-1005 of the 1976
South Carolina Code as amended is Time Warner Cabie Information Services (South Carolina), f.l.C

2. The name of the State or Country under whose law the company is organized is
Delaware

3. The street address of the Limited Liabi(ity Company's principal office is

290 Harbor Drive
Street Address

Stamford
City State

06902
Zip Code

The address of the Limited Liability Company's current designated office in South Carolina is

293 Greystone Blvd.
Street Address

Columbia
City

SC 29210
State Zip Code

5. The street address of the Limited Liability Company's initial agent for service of process in South
Carolina is

cfo C T Corporation System, 76 Beattie Place
Street Address

Greenville

City

South Carolina
State

2960i
Zip Code

and the name of the Limited Liabilily Company's agent for service of process at the address is
C T Corporation System

C T Corporation System By:
Name Signature

6. [ I Check this box if the duration of the company is for a specified term, and if so, the period
s ecifiedP

SCNI-01100a001CTSI0 mO I



Time Warner Cable fnfoi, ~tion Ser'vices (South Carolina) 7 LLC
Name af Limited Liability Company

7. [ ] Check this box if the company is mariager-managed, lf so, list the names and business
addresses of each manager

Business Address

City State Zip Cods

Business Address

State Zip Cade

8. ( 1 Check this box if one or more members of the foreign limited liability company are to be liable for
the company's debt and obligation under a provision similar to Section 33-44-303(c) of the 1976
South Carolina Code of Laws, as amended.

Date July 10, 2003
Signet

Gerald D. Campbell, Sr. Vp, Voice, Time Warner
Name Capacity

Cabie Inc. r Nanaqing Nember

FILING INSTRUCTIONS

This application must be accompanied by an original ceruTicate of existence not more ihan 30 days old (era record of
similar import) authenticated by the Secretary of State or other official having custody of the Limited Liability Company
records in the state or country under which it ls organized.

2. File two copies of ihese art(rfes, the original and either a duplicate original or a conformed copy.

If management of a limited liability company is vested in managers, a manager shall execute this farm. If management of
a limited liability company is reserved to the members, a member sha(l execute (his form. Specify whether a member or
manager is executing this form.

4, This form must be accompanied by the filing fee of $11000payable to lhe Secretary of State.

Return to: Secretary of State
P.O. Box 11350
Columbia, SC 29211

s. Ttre'first arti(uai 'report foy TimitedT(iattrly company mus(30erFe(ivered (ootoe secre(ary sf state between January first and
April gml of the calendar year after vrhich the limi(ed liability company was organized or fhe foreign company was lira(
authorized to transact business in South Carolina, Subsequent annual reports must be delivered to ihe Secretary of State
on or before the fifteenth day of the fourth month fallowing the close of lhe limited liability company's iaxable year.

(.C-APP FOR A CERTiF(CATE OF AUT)(OR(TY sv A Fmi LLC ac Form Revised by South Carolina
Secretary of State, January 2000

SC000 - 0000I(00( C T Sys«o Ii
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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C, 20549

FORM 10-K
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2002

Commission file number 001-12878

t

*.I

TIME WARNER ENTKRTAINMKNT COMPANY, L.P. :.

(Exact rrnme of registrant as

Delaware
(Staie or otlter ynrisdictiorr ofincorpomrion

or orgmriertiotr of registrnnt)

Americas Television and Communications Corporation
IVarner Comnninieations Inc.

(Erect name of registrant as specified itr irs clrarter)

Delaware
Delaivare

(Stoic or oilier prrrsrbctton of
incorpororion or organieatiort)

13-2922502
13-2696809

()R S. Employer
(denttftcation Number)

spectftedirr its citaner)

13-3666692
().R S. Employer

)denttftcatiorr ruamlrer)

75 Rockefeller Plaza
New York, NY 10019

(212) 484-8000
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PART I

Item 1. Business

Time Warner Entertainment Company, L.P. ("TIVE") is engaged principally in three fundamental areas

of business:

Cable, consisting principally of interests in cable television systems and high speed data services;

Filmed Entertainment, consisting principally of interests in filmed entertainment and television

production; and

Networks, consisting principally of interests in cable television and broadcast netivork programming.

TWE is a Delaware limited partnership that was formed in 1992. Prior to the completion of a

restmcturing of the TWE partnership (see below), AOL Time Warner Inc. (*'AOL Time %amer"), through

its ivholly oivned subsidiaries, owns general and limited partnership interests in 72.36% of the pro rata priority

capital ("Series A Capital" ) and residual equity capital of TWE and 100% of the junior priority capital. As a

result of the November 2002 merger of Comcast Corporation ("Comcast") and AT&T Corpys ("AT&T")
broadband businesses, including AT&T's interest in T'iVE, the remaining 27.64% limited partnership interests

in the Series A Capital and residual equity capital of TWE is held by two trusts (the "Comcast Trusts" ), all of

the beneficial interests of which are owned by a subsidiary of Comcast. See "TWE Restnicturing, "below, for

a discussion of the equity interests in TWE upon the completion of a restructuring of the partnership.

During the second quarter of 2002, prior to the completion of Comcast's acquisition of AT&T's interests,

AT&T exercised a one-time option to increase its ownership in the Series A Capital and Residual Capital of

TWE. As a result, on May 31, 2002, AT&T's interest in the Series A Capital and Residual Capital of T'iVE

increased by approximately 2.139s to approximately 27.64% and AOL Time Warner's corresponding interest

in the Series A Capital and Residual Capital of TWE decreased by a like amount, to 72.36%.

TIVE Restructuring

In August 2002, AOL Time IVarner, Comcast and AT&T announced that they had agreed to restructure

TWE. The restructuring (the "TIVE Restructuring" ) is expected to be completed on March 31, 2003.

The TWE Restructuring will result in the following: (i) AOL Time Warner will acquire complete

owhership of TWE's content assets (including Warner Bros. and Home Box Office, which ivill beconie

separate, wholly oivned subsidiaries of AOI Time Warner); (ii) all of AOL Time Warner's directly-owned

cable television system interests will be contributed to a separate company which will become a majority-

owned subsidiary of AOL Time IVarner and will be renamed Time %Vainer Cable Inc. ("TIVC Inc." or

"TKVC"); (iii) T'iVE will become a subsidiary of TWC Inc. and ivill continue to own the cable television

system interests previously owned by it; (iv) Comcast will receive $2.1 billion in cash and AOL Time Warner

equity securities valued at $1.5 billion; (v) a Comcast Trust will also retain a 21% economic interest in Time
W"rner Cable, through a 17.9% direct ownership interest in TWC Inc, (representing a 10.7% voting interest)

and a limited partnership interest in TAVE representing a 4.7% residual equity interest; and (vi) AOL Tinie

Warner ivill retain an overall 79% economic interest in the cable business, through an 82.1% ownership interest

in TWC Inc. (representing an 89.3% voting interest) and a partnership interest in TWE representing a 1%

residual equity interest and a $2.4 billion preferred component. For additional information with respect to the

TIVE Restructuring, see Management's Discussion and Analysis of Results of Operations and Financial

Condition, "Recent Developments. " set forth at pages F-3 and F-4 herein and Note 1 to T'iVE's consolidated

financial statements set forth at pages F-34 and F-35 herein.

The stOLTIV General Parriiers

Prior to the completion of the TWF Restructuring, IVarner Communications lnc. ("WCI," a subsidiary

of AOL Time Warner) and American Television and Communications Corporation ("ATC," a subsidiary of



AOL Time Warner) are the two general partners of TWE (the "AOLT)V General Partners" ).TWE does not
have any ownership interest in the businesses or assets of the AOLTW General Partners.

The principal assets of the AOLTW General Partners currently include, in addition to their interests in
TWE: WCI's oivnership of substantially all of the Warner Music Group ("WMG"), which pfodttcrs and
distributes recorded music, owns and administers music copyrights and manufactures and prints. .CDs:and
DVDs; WCI's 50% interest in DC Comics, a New York general partnership ivhich is 50% owned. by",Tr/VE
("DC Comics" ); XVCI's 99.95% aggregate interest in IVarner Entertainment Japan Inc. , avicor'pvo'ia&i'on

organized under the laws of Japan ("Warner Japan" ); certain securities of Turner Broadcasting Systelhf. .lnc
("TBS")which in the aggregate represent an eqnity interest of approximately 10.6% in TBS; a 34% aggtegyte
interest in Time Warner Telecom Incq and 7.66% of the common stock of Time Warner Companies, In'c", , thin

assets of which consist primarily of investments in its consolidated and tuiconsolidated subsidiaiies, I'n'cliidtnvg, :::.'-'.:.''='* c a '

TWE.

Upon the completion of the TWE Restructuring, TAVC Inc. will be the general partner of TWE andtW'CIi

and one of the Comcast Trusts ivill be the limited partners of TiVE. For additional mformation with respect I'o'

the changes in TIVE's oiganization following the completion of the TWE Restructuring, see "Description"of

Certain Provisions of tbe TIVE Partnership Agreement" at pages 17 through 20 herein.

TWE-rf//V Partnership

In 1995, TWE formed a cable television joint venture ivith tire Advance/Neivhouse Partnership
("Advance/Neivhouse") known as the Time IVarner Entertainment-Advance/Newhouse Partnership
("TWE-A/N"). During 2002, TIVE and Advance/Newhouse Partnership ("Advance/Newhouse" ) com-

pleted the restructuring of the partnership known as the Time Warner Entertainment-Advance/Newhuuse

Partnership ("TWE-A/N")i As pait of 'the TWE-A'/N restructuring (the "TWE-A/N Restructuring". )
cable systems and their related assets and liabilities serving 2.1 million subscribers as of December 31, 2002.,
located primarily in Florida (the "A/N Systems" ), ivere transferred to a subsidiary of TWE-A/N. Advance/

Newhouse has authority for the supervision of the day-to-day operations of the subsidiary, subject to some

exceptions requiring action by unanimous consent, and TWE will continue to exercise various management

functions, including ov'ersight of programming and certain engineering-related services. TAVE has deconsoli-

dated the financial position and operating results of the A/N Systems for all periods. Under the neiv TWE-
A/N Partnership Agreement, effective August 1, 2002, Advance/Newhouse's interest in TIVE-A/N tracks

only the economic performance of the A/N Systems, ivhile TWE retains the economic interests and
v'associated habinties. m the remainmg TVVE-A/N cable systems.

Also, in connection ivith the TWE-A/N Restructuring, AOL Time %Vainer effectively acquired

Advance/Newhouse's 17% interest in Road Runner, a high speed cable modem Internet service provider. As a,

result of the termination of Advance/Newhouse's minority rights in Road Runner, TWE has consolidated the

financial Position and results of oPerations of' Road Runner ivith the financial Position and results of oPerat(ons'. s
of TIVE's Cable segment, eflective January I, 2002. See Note 4, "Cable-Related Transaction'Siand

Investments —Restructuring of TVVE-A/N and Road Runner Partnership, " to TiVE's consolidated financja(, ,

statements set forth at pages F-50 through F-52.

For additional information with respect to TWE-A/N, See "Description of Certain Provisions, of'the'r .
TWE-A/N Partnership Agreement" at pages 20 through 22 herein.

rIOL-Time IVnrner t&lerger

AOL Time IVarner ives fornied in connection with the merger of America Onluie, Inc ("America

Online" ) and Time Warner Inc. ("Time IVarner"), ivhich was consummated on January 11, 2001 (the
"Merger" or the "AOL-Time IVarner Merger" ). As a result of the Merger, Anierica Online and Time

Warner each became ivholly oivned subsidiaries of AOL Time IVarner.



Cnation Concerning Fotsvard-Eooking Statements

This Annual Report on Form 10-K includes certain "forward-looking statements" within the meaning of
the Private Securities Litigation Reform Act of 1995. These statements are based on management's current

expectations and are naturally subject to uncertainty and changes in circumstances. Actual results may vary

materially from thc expectations contained herein due to changes in econonuc, business, competitive,
technological and/or regulatory factors. More detailed information about those factors is set forth on pages F-

and F- herein. TWE is under no obligation to ('and expressly disc!aims any such obligation to) update or
alter its forward-looking statements tvhether as a result of new information, subsequent events or otherwise.

elva/table Iny'oetnatioa and IVebsite

TIVE's annual reports on Form 10-K, quarterly reports on Form IO-Q, current reports on Form 8-K and

amendments to such reports filed vvith the Securities and Exchange Commission (SEC) pursuant to
Sections 13(a) or 15(d) of the Securities Exchange Act are available on the SEC's V/ebsite at www. sec gov,
TWF. does not have a Website.

CABLE

TWE's Cable business consists principally of interests in cable television systems that provide video

programrmng and high speed data services to customers under the name Time Warner Cable. As a result of
the TWE Restructuring which is expected to be completed on March 31, 2003, Time Warner Cable Inc.
("TWC Inc."),will become an 82.1%-owned subsidiary of AOL Time IVarner and will own or manage all of
AOL Time IVmner's and TIVE's cable television systems. Of the 10.9 nullion basic subscribers served by
Time Warner Cable at December 31, 2002, 1.7 million are in systems that rvitt be otvned by TWC Inc. directly
or through wholly owned subsidiaries of AOL Time Warner and 9.2 million are in systems that will continue
to be otvned or managed by TWE or TWE-A/N. Following the TWE Restructuring, TWE will become a
94.3%-owned subsidiary of TWC Inc. (with AOL Time Warner holding a partnership interest in TWF
representing a 1% residual equity interest and a $2.4 billion preferred component). All of these systems will

continue to provide services under the Time Warner Cable brand name.

As a result of the TWE-A/N Restructuring, which was completed on December 31, 2002, cable systems
which served 2.1 million subscribers, primarily located in Florida, svere transferred to a subsidiary of TWE-
A/N, and Advance/Newhotrse's interest in TIVE-A/N was converted into an interest that tracks the
economic performance of these A/N Systems. Advance/Newhouse has authority for supervision of the day-
to-day operations of the subsidiary, subject to some exceptions, including limitations on the incurrence of
indebtedness, and TWE will continue to exercise various management functions, including oversight of
programming and certain engineering-related matters. Time %Yarner Cable oversees the management of, and
retains the economic iuterests and associated liabilities in, the remaining systems owned by TWE-A/N. TAVE

has decousolidated the hnancial position and operating results of the A/N Systems for afi periods.

Time Warner Cable's cable systems include systems serving 1.2 million subscribers that are part of Texas
Cable partners ("TCp"), a 50-50 joint venture between Comcast and TWE-A/N, and systems serving
306,000 subscribers that are part of Kansas City Cable Partners ("KCCP"), a 50-50 joint venture between
Comcast and TVVE. TWE's investments in these joint ventures are accounted for using the equity method,
TWE receives a fee for managing the TCP and KCCP systems.

For additional information with respect to the TWE and TWE-A/N restructurings, see Management's
Description and Analyses of Results of Operations and Financial Condition, "Recent Developments'* and
Note 4 "Cable-Related Transactions and Investments, '* to TWE's consolidated financial statements set forth
at pages F-50 through F-52 herein.



Systems Operations

Time Warner Cable is the second largest operator of. cable television systems in the U S. As of
December 31, 2002, Cable systems oivned or managed by Time Warner Cable passed approximately
18.5 million homes, and provided basic cable service to 10.9 million subscribers and high speed data services
to 2.5 niillion residential and commercial subscribers. Time Warner Cable operates large clustered and

technologically advanced cable systems. As ol' December 31, 2002, more than 73% of its subscribers were in

19 geographic clusters, each serving more than 300,000 subscribers, and approximately 999o of its cable
systems were capable of carrying two-way broadband services, vt!th approximately 97% having been upgraded
to 750MHz or higher. Time Warner Cable is an industry leader in developing and rolling-out new products

and services, such as video-on-demand, subscription video-on-demand, high-definition television, home
netivorking and set-top boxes with integrate&1 digital video recorders, See "Advanced Cable Services" below.

Franchises

Cable systems are constructed and operated under non-exclusive franchises granted by state or local
governmental authorities. Franchises typically contain many conditions, such as time limitations on com-

mencement or completion of construction; service requirements, including number of channels; provision of
free services to schools and other public institutions; and the maintenance of insurance and indemnity bonds.
Cable franchises are subject to various federal, state and local regulations. See "Regulation and Legislation"
beloiv.

Video Progrnntnting

Video progrsinming is generagy made available to customers through packages of dltferent programming
services provided for prescribed monthly fees. The available analog channel capacity of Time Warner Cable's

systems has expanded as system upgrades are completed, with most systems oAering around 70 analog
channels. Customers receiving Time Warner Cable's digital services may elect to receive up to 150 video and

audio channels, including expanded pay-per-view and premium channel options as well as other programming
products.

Video programming available to customers includes local and distant broadcast television stations, cable
programming services like CNN, A&E and ESPN, and premium cable services like HBO, Showtime 'and

Starz! The terms and conditions of carriage of programming services are generally established through
aililiation agreements between the programmers and Time Warner Cable. Most programming services impose
a monthly license fee per subscriber upon the cable operator and these fees typically increase over time. Time
Warner Cable's programming costs have risen in recent years, see Management's Discussion and Analysis of
Results of Operations, "Business Segment Results —Cable". Time Warner Cable sometimbs has the right to
cancel contracts and generally has the right not to renew them. Time Warner Cable may not ahvays be able to
renew contracts when it wishes to do so. Time iVarner Cable also must periodicagy obtain retransmission

consent for permission to carry local broadcast stations that have so elected. Time Warner Cable cannot be
assured that each station will grant such consent on reasonable terms. It is unknown whether the loss of any

one popular supplier would have a material adverse effect on Time Warner Cable's operations.

Video Progrnnnning Clmrges nnd Advertising

Video subscribers to Time Warner Cable's cable systems are typically charged monthly subscription tees
based on the level of service selected and, in some cases, equipment usage fees. Subscription revenues account
for most of Time 'iVarner Cable's revenues. Although regulation of certain cable programming rates ended in

1999, rates for "basic" programming as well as for equipment rentals and installation services continue to be
subject to regulation pursuant to federal law. See "Regulation and Legislation" below.

Video subscribers may also elect to receive premium channels for an additional monthly fee ivith

discount generally available for the purchase of packages of more than one premium service. Pay-per-vieiv
movies and special events are charged on a per-view basis.



Time Warner Cable also generates revenue by selling advertising time to a variety of national, regional

and local businesses. Cable television operators receive an allocation of scheduled advertising tinie on certain

cable programming services into which the operatbr can insert commercials. The clustering of Time Warner

Cable's 'systems expands the share of viewers that Time Warner Cable reaches within a local DMA

(Designated Market Area), which helps local ad sales personnel to compete more effectively with broadcast

and other media. In addition, in many locations, contiguous cable system operators have formed advertising

interconnects to deliver locally inserted commercials across wider geographic areas, replicating the reach of

the broadcast stations as much as possible. As of December 31, 2002, 15 of Time Warner Cable's 34 divisioris

participated in local cable advertising interconnects.

A portion of Time Warner Cable's advertising revenues come from sales to other AOL Time Warner

segments and from sales to programming vendors in support of their channel launches. For the past two years,

these sales to programming vendors have represented a substantial portion of Time Warner Cable's total

advertising revenues. However, these advertising revenues have decreased in recent periods as the number of
new programming service launches has declined. TWE expects this trend to continue and expects sales of
advertising to other AOL Time Warner segments to decline significantly in 2003. See Management's

Discussion and Analysis of' Results of Operations and Financial Condition Business Segment Results—
Cable. "

Local News Clraanels

Time Warner Cable operates, alone or in partnerships, 24-hour local news channels in New York City

(NYI News), Albany, NY (News 9 Albany), Rochester, NY (R/News), Charlotte and Raleigh, NC

(Carolina News 14), Austin (News g Austin) and Houston, TX (Neivs 24 Houston). These channels have

developed into attractive vehicles for local advertising and provide Tiine Warner Cable with an important

connection to the communities in which the channels operate. Preparations are underway to launch news

channels in San Antonio, TX and Syracuse, NY.

Advanced Cable Services

Digital Prograramiag Seivices

Digital Video Service

As of December 31, 2002, Time Warner Cable had more than 3.7 million digital service subscribers and

all.of Time Warner Cable's 34 divisions were upgraded to acconunodate digital cable. Digital subscribers

receive significantly expanded cable network options, CD-quality audio music services, more pay-per--dew

choices, more channels of multiplexed premium services and other features such as enhanced parental control

options. The digital set-top boxes delivered to subscribing customers also offers a digital interactive program

guide and access to Time Warner Cable's video on demand otferings.

On Demand Services

As of December 31, 2002, Time Warner Cable offered video on demand services in 32 of its 34 divisions.

Video on demand eiiables digital subscribers to instantaneously purchase movies and other progranuning, and

to utilize VCR-like functions (such as pause, rewind and fast-forward) while watching these programs.

Subscribers are charged for video on demand on a per-use basis.

As of December 2002, Time Warner Cable olfered subscription video on demand in 32 of its 34 divisions.

Subscription video on demand provides digital customers the ability to view an array of content associated

ivith a particular content provider. Subscription video on demand uses the same technology and offers the

same features as video on demand, bitt subscriber access is charged on a monthly rather than a per-use basis.

Subscription video on demand is currently ofi'ered in connection ivith premium channels such as HBO and it is

expected that other programming will be available over time.



HDTV

Pursuant to FCC regulation, television broadcast stations have been granted additional oveitthe-air

spectrum to provide, under a prescribed rollout schedule, high definition and digital television signals to the
public. Time 'iVarner Cable believes its upgraded hybrid fiber optic/coaxial cable architecture piovides a

technologically superior means of distributing IJDTV signals. To date, Time Warner Cable has agreed to carry
the high definition television signals and other digital signals broadcast by television stations oivned an d

operated by the ABC, CBS, NBC and Fox networks, and also by nearly afl'public television stations in Time
Warner Cable's operating areas. Time Warner Cable is seeking high defmition carriage arrangements ivith

other broadcasters. Time IVarncr Cable is also carrying the HDTV versions of HBO and Shov:time in certain

areas.

Digital Virleo Recorders

Beginning in August, 2002, Time Warner Cable began to olfer customers in some of its systems set-top
boxes with integrated digital video recorders, or "DVRs," 1'or an additional monthly charge. DVR users can
record programming on a hard drive built into the set-top box through the interactive program guide and view

the recorded programing using VCR-like functions such as pause, rewind and fast-forward. Furthermore,
DVRs give users the ability to pause even "Jive" television. Time Warner Cable intends to expand the
deployment of DVR-enabled set-top boxes during 2003.

High Speci/ Dn/n Services

/n/ernet Services

Time IVarner Cable's residential customers can choose from a variety of ISPs, including TWE's Road
Runner and America Online's AOL For Broadband services. High speed data customers connect their

personal computers (PCs) to Time Warner Cable's two-way hybrid fiber optic/coaxial plant using a cable
modem, High speed data customers pay a flat monthly fee for access to their ISP's features, which typically
include Internet access and email. Time Warner Cable also offers a home networking option for an additional
monthly fee, which alioivs a customer to connect multiple PCs to a single cable modem.

As of Deceinber 31, 2002, Time Warner Cable had 2.5 miflion high speed data subscribers. High speed
data subscribers include residential subscribers, as ivell as commercial and bulk (e.g., apartment buildings and

universities) subscribers. Due to their nature, commercial and bulk subscribers are charged a dilferent amount
than residential subscribers.

Time Warner Cable ofl'ers its Road Runner branded, high speed data service to both residential and

commercial customers. In connection with the TAVE-A/N Restructuring, TWE and an afliliate of AOL Time
"iVarner efl'ectively acquired Advance/Neivhouse's 17% interest in Road Runner thereby increasing AOL
Time IVarner's ownership to approximately 82% on a fully attributed basis, As a result of the termination of
Advance/Newhouse's minority rights in Road Runner, TIVE consolidated Road Runner with its results
retroactive to January I, 2002. As of December 31, 2002, the Road Runner service was carried in all of Time
Warner Cable's 34 divisions.

Time Warner Cable's provision of the AOL For Broadband service and its obligation to make multiple

ISP services available to its customers are subject to compliance witli the terms of the FTC Consent Decree
and the FCC Order entered in connection with the regulatory clearance of the AOL-Titne Warner Merger.
(See "Regulation and Legislation" below, for a description of these terms).

Voice Services

Commencing in 2002, Time Warner Cable has engaged in voice services trials utilizing a technology
known as Voice over Internet Protocol or "VoIP." These trials enable participating Time Warner Cable
residential high speed data users to make and receive calls using a tr i litional telephone handset connected to a

cable modem. Time Warner Cable expects to begin the commercial le. nch of VoIP service in some of its

divisions in 2003.



Competition

Time Warner Cable's video and high speed data services face strong competition from a wide variety of

alternative delivery sources. In the future, technological advances will most likely increase the number of

alternatives available to its customers. In general, Time Warner Cable's video and high speed data business

faces contpetition from other information and entertainment providers, as well as competition from other

media for advertising dollars.

DBS. Time Warner Cable's video services face competition from satellite services, such as DirecTV and

the Dish Network, which offer satellite-delivered pre-packaged programming services that can be received by

relatively small and inexpensive receiving dishes. The video services provided by these satellite providers are

comparable, in many respects, with Time Warner Cable's analog and digital video'services. In many

metropolitan areas, satellite services noav also include local broadcast signals.

"Online" Co&nperiiion. Time Warner Cable's high speed data service faces competition from a variety

of companies that oil'er other forms of "online" services, including DSL high speed data service and dial-up

services over ordinary telephone lines. Monthly prices of dial-u'p services are typically less expensive than

broadband services. Other developing new technologies, such as Internet service via satellite or wireless

connections, also compete with cable and cable modem services.

Overbu((ds. Under the Cable Television Consumer Protection and Competition Act of 1992, franchising

authorities are prohibited from unreasonably refusing to award additional franchises. As a result, from time to

time, Time Warner Cable faces competition from overlapping cable systems operating in its franchise areas,

including municipally-owned systems.

SMATV (Sate)fire master antenna ieievision). Additional competition comes from private cable

television systems servicing condominiums, apartment complexes and certain other multiple dwelling units,

often on an exclusive basis, tvith local broadcast signals and many of the same satellite-delivered program

services offered by franchised cable television systems. Some SiMATV operators now offer voice and high

speed Internet services.

Af)vfDSIII'ireless Cable (Mnlric)ranne( rnicrotvave disrrifurriou services). Time Warner Cable faces

competition from wireless cable operators, including digital wireless operators, who use terrestrial microwave

technology to distribute video programming. Some MlvfDS operators notv offer voice and high speed Internet

servrces.

Te(ep)tone Companies. Time Warner Cable also faces competition from telephone companies. Under

the 1996 Telecommunications Act, telephone companies are now free to enter the retail video distribution

business tvithin their local exchange service areas, including through satellite, MMDS and SMATV, as

traditional franchised cable system operators or as operators of "open video systems" subject to local

authorizations and local fees.

Consumer Eiectronics Mnnufacrurers. To the extent that Time Warner Cable's products and services

converge with theirs, Time Warner Cable may compete with the manufacturers of consumer electronics

products.

ztridiriona( Comperirion. In addition to multichannel video providers, cable television systems compete

with all other sources of news, information and elllertainment, including over-the-air televisio!r broadcast

reception, live events, movie theaters, home video products and the Internet.



FILlVIKD KN TKRTAINMKNT

TWE's Filmed Entertainment businesses produce and distribute theatrical motion pictures, television

shows, animation and other programining, distribute home video product and license rights to TWE's
programs and characters. All of the foregoing businesses are principally conducted by Warner Bros., ivhich is a
division of TWE. Following the completion of the T'iVF. Restructuring, the Warner Bros. division will become
a wholly owned subsidiary of AOL Time Warner.

Warner Bros. Feature Films

Warner Bros. Pictures produces feature films both ivholly on its oivn and under co-financing arrange-
ments ivith others, and also distributes completed films produced and financed by others. The terms of Warner
Bros. Pictures' agreements with independent producers and other entities are separately negotiated and vary

depending upon the production, the amount and type of financing by Warner Bros., the media and territories
covered, the distribution term and other factors.

Warner Bros. Pictures' strategy focuses on oifering a diverse slate of films with a mix of genres, talent and

budgets that includes four to six "event" movies per year. In response to the rising cost of producing theatrical
films, Warner Bros. pictures has entered into a number of joint venture agreements ivith other companies to
co-finance films, decreasing its financial risk ivhile in most cases retaining substantially all ivorldwide

distribution rights. During 2002, Warner Bros. Pictures released a total of 26 original motion pictures for
theatrical exhibition, of ivhich 6 ivere ivholly financed by IVarner Bros. Pictures and 20 that were fmanced ivith
or by others. A total of 25 motion pictures are currently slated to be released during 2003, of ivhich 7 are
wholly financed by Warner Bros, Pictures and 18 financed with or by others.

Warner Bros. pictures' joint venture arrangements include a joint venture with Village Roadshoiv
Pictures to co-finance the productiori of motion pictures; and an arrangement with Gaylord Entertainment
("Gaylord" ) to co-finance the production of motion pictures ivith medium to high budgets, and ivith

Gaylord's wholly oivned subsidiary, Pandora Investments SARL, to co-finance the production of lower budget
pictures.

%Vainer Bros Pictures has distribution servicing agreements with Morgan Creek Productions Inc
("Morgan Creek" ) through December 2003 pursuant to ivhich, among other things, 'iVarner Bros. provides
domestic distribution services for all Morgan Creek motion pictures and certain foreign distribution services
for selected motion pictures in selected territories. Warner Bros. Pictures has a distribution arrangement. with
Franchise Entertainment LLC under which, for certain motion pictures, it has domestic distribution rights and
foreign distribution rights in selected territories. Additionally, Warner Bros. has an exclusive distribution
arrangement with Alcon Entertainment ("Alcon"). for distribution of all of Alcon's motion pictures in
domestic and certain foreign territories, and an exclusive ivorldivide distribution arrangement with the newly
created Shangri-La Entertainment, LLC.

Borne Video

Warner Home Video ("WHV") distributes for home iddeo use DVDs and videocassettes containing
filmed entertainment product produced or otherwise acquired by Warner Bros. Pictures, Castle Rock, New
Line, Home Box Office, Turner Broadcasting System, Inc. ("TBS")and WarnerVision.

WHV also distributes other companies' product, including DVDs and videocassettes for BBC, PBS and
National Geographic in the V.S., ICON in the UK and Australia, and France Television and Canal-}- in
France.

WHV sells and/or licenses its product in the V,S, and in inajor international territories to retailers and/or
ivholesalers through its oivn sales forces, ivith warehousing and 1'uflillment handled by divisions of IVarner
lvhisic Group and third parties. In some countries, IVHV's product is distributed through licensees. DVD
product is replicated by IVamer Music Group companies aml third p rties. Video-cassettr. product is



manufactured under contract ivith independent duplicators. WHV released 25 titles on DVD and videocas-

sette in the U.S. in 2002 that generated sales of more than one million units each.

Since inception of the DVD format, WHV has released over 1,500 DVD titles in the U.S. and

international markets, led by worldwide sales of Harry Potter and the Sorcerer's Storre, ivhich has sold

23 million DVD units. DVD is the fastest selling consumer electronics product of all time, ivith an installed

base at December 31, 2002 of over 40 niillion households in the U.S. and an additional 55.4 million

households internationally (including China).

Television

Warner Bros. is one of the ivorld's leading suppliers of television programming, distributing programming

in more than 175 countries and in more than 40 languages. Warner Bros. both develops and produces n'ew

television series, made-for-television movies, mini-series, reality-based entertainment shoivs and animation

programs and also distributes television programming for exhibition on all media. The distribution library

owned or managed by Warner Bros, currently has niore than 6,500 feature films, approximately 38,000

television titles, and 14,000 animated titles (including 1,500 classic animated shorts).

Warner Bros. ' television programming is primarily produced by Warner Bros. Television ("WBTV"),
ivhich produces primetime dramatic and comedy programming for the major networks, and Teiepictures

Productions ("Telepictures"), ivhich specializes in reality-based and talk/variety series for the syndication

and pri'metime niarkets. During the 2002-03 season, WBTV produced hits such as Srnallville, Gihnore Girls

and Evernvoorl for The WB Network and ER, lrriends, The West Wing, The Dreii' Carey Show, George Lopez,

Third Watch and Wltlioal a Trace. Telepictures has primetime hits The Bachelor and The Bachelorette as ivell

as first-run syndication staples such as Extra.

1Parner Bros. Animation is responsible for the creation, development and production of contemporary

television and feature film animation, as ivell as for the creative use and production of classic animated

characters from Warner Bros.', TBS's and DC Comics' libraries, including looney Tunes and the Hanna-

Barbera libraries.

Backlog

Backlog represents the future revenue not yet recorded from cash contracts for the licensing of theatrical

and television programming for pay cable, network, basic cable and syndicated television exhibition. Bacldog

for alf of TWE's filmed entertainment companies amounted to $3.2 billion at December 31, 2002, compared to

$3.5 billion at December 31, 2001 (including amounts relating to the intercompany licensing of film product to

TSVE's cable television netivorks of $405 million and $433 million as of December 31, 2002 and December 31,
2001, respectively). The bacldog excludes advertising barter contracts.

Consioirer Prorl!icrs

Warner Bros. Consumer Products licenses rights in both domestic and international markets to the

names, likenesses, images, logos and other representations of characters and copyrighted material from the

films and television series produced or distributed by Warner Bros. , including the superhero characters of DC
Comics, Hanna-Barbera characters, classic fihns and the literary and feature film phenomenon, Harry Potter.

Competition

The production and distribution of theatrical motion pictures, television and animation product and

videocassettes/DVDs are highly competitive businesses, as each vice with the other, as well as ivith other
forms of entertainment and leisure time activities, including video games, the Internet and other computer-

related activities for consumers' attention. Furthermore, there is increased competition in the television

industry evidenced by the increasing number and variety of broadcast networks and basic cable and pay
television services now available. Despite this increasing variety of net'works and services, access to primetime

and syndicated television slots has actually tightened as networks and oivned and operated stations increasingly



source programming from content producers aligned with or owned by their parent companies. There is active

competition among afi production companies in these industries for the services of producers, directors,

writers, actors and others and for the acquisition of literary properties. "iVith respect to the distribution of

tele, ision product, there is significant competition from independent distributors as ivell as nmjor studios.

Piracy and unauthorized recording, transmission and distribution of content are increasing challenges.

Revenues for filmed entertainment p'roduct depend in part upon general economic conditions, but the

competitive position of a producer or distributor is still greatly aflected by the quality of, and public response

to, the entertainment product it makes available to the marketplace.

Warner Bros. also competes in its character merchandising and other licensing activities with other

licensors of character, brand and celebrity names.

NETWORKS

TWE's Netivorks business consists principally of the multichannel HBO an&1 Cinemax pay television

programming services (cofiectively, the "Home Box Oflice Services" ), operated by the Home Box Office

division of TWE ("Home Box Office"). The WB Television Netivork ("The WB"), a broadcast television

netivork, is operated as a limited partnership in which WB Communications (currently a subsidiary of TWE)
holds a 77 /o interest in the network and is the network's managing general partner. Upon the completion of the

TWE Restructuring, both Horne Box Oflice and WB Conimunications will become wholly owned subsidiaries

of AOL Time iVarner.

Honte Box Office

HBO, operated by the Home Box Office division of TWE, is the nation's most ividely distributed pay
television service, which together with its sister service, Cinemax, had approximately 39 million subscriptions

as of December 31, 2002. Both HBO and Cinemax are made available in a multichannel format and through

the newly introduced subscription video on demand enhancement, which enables participating digital cable

subscribers to choose programs at a time of their choice ivith VCR-like functionality. Through various joint

ventures, HBO-branded services are distributed in Latin America, Asia and Eastern Europe.

The Home Box Office Services distribute their programming via cable and other distribution technolo-

gies, including satellite distribution and generally enter into separate multi-year agreements, known as

affiliation agreements, with distributors that have agreed to carry them. Distributors that have agreed to carry
a. cable netivork or service are known as affiliates. The Home Box Ofiice Services are conimercial-free and

generate revenue principally from monthly subscriptions paid by affiliates for subscribers who are generally

free to cancel their subscriptions at any time. The Home Box Oflice Services and their affiliates engage in

ongoing marketing and promotional activities to retain existing subscribers and acquire neiv subscribers.

Although the Home Box Office Services believe prospects of continued carriage and marketing of their

respective Netivorks by the larger affiliates are good, the loss of one or more of them as distributors of any

individual network or service could have a material adverse effect on their respective businesses. The recent

combnation of Comcast and AT&T Broadband, two of the largest multiple-system cable operators that

distribute the Home Box Office Services, reflects a growing consolidation among the Services' distributors. In

addition, one of the larger DBS services has been seeking a buyer. This trend towards consolidation could

impact the Home Box Office Services' prospects for securing carriage agreements on favorable terms.

A major portion of the programming on HBO and Cinemax consists of recently released, uncut and

uncensored theatrical motion pictures. Home Box Office's practice has been to negotiate licensing agreements

of varying duration for such programming with major motion picture studios, and independent producers and

distributors in order to ensure continuing access to theatrical motion pictures. These agreements typicallY

grant pay television exhibition rights to recently released and certain older films owned by the particular

studio, producer or distributor in exchange for a negotiated fee, 'ivhich may be a function of, among other

things, the films' box office performances.
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HBO also defines itself by the exhibition of award-ivinning original movies and mini-series, dramatic and

comedy series, such as The Sopranos, Sex and the Cii&s and Six Feet Under and boxing matches, sports

documentaries and sports news programs, as well as concerts, comedy specials, family programming and

documentaries. HBO received 24 Primetime Emmy Awards in 2002 in a variety of categories, including Best

Miniseries, Best Made for Television lvlovie and Best Directing for both Drama and Comedy Series.

llome Box Office has also increased its involvement in the financing and production of theatrical motion

pictures, including tlie surprise hit ilfy Big Foi Greek &Vedding and the criticafly praised Real 14romen Hei e

Curves.

A division of Home Box Office produces Everybod» Loves Raymond, now in its seventh season on CBS

and its first syndication cycle. Home Box Office also develops and produces programming for other networks.

HBO Sports, a division of Home Box Office, operates HBO Pay-Per-View, an entity that distributes pay-per-

vieiv prize fights and other pay-per-vieiv events. HBO Video, also a division of Home Box Office, distributes

videocassettes and DVDs of a number of HBO's original movies, miniseiies and dramatic and comedy series,

including Band of Brothers, The Sopranos and Sex ond the City

The WB Television Network

The WB provides a national group of affiliated television stations ivith 13 hours of prime time plus 2

additibnal hours of Sunday access programming during six days of the week (Sunday through Friday). The

WB's:programming is primarily aimed at teens and young adults. The network's line-up of programs includes

established series such as 7th Heaven, Evenvood, Daivson's Creek, Charmed, Reba, Snroiiviiie and Giimore

Girls! Ak of December 31, 2002, Kids' 'iVB1, a programming service for young viewers, presented 14 hours of

animated programming per week, inchiding Yn-Gift-07& and Fokemon.

. As of December 31, 2002, 84 primary and 8 secondary affiliates provide coverage for The WB in the top

100 television markets. Additional coverage reaching approximately 8.5 million homes in smaller markets is

provided by The tVB 100+ Station Group, a venture between The iiVB and local broadcasters under which

WB programming is disseminated over the facilities of local cable operators.

Advertising revenue on The kVB is comprised of consumer advertising, ivhich is sold exclusively on a

national basis, with local affiliates of The WB selling local advertising. Advertising contracts generally have

tenne of one year or less. Advertising revenue is generated from a wide variety of categories, including

financial and business senices, food and beverages, automotive, entertainment and office supplies and

equipment. Advertising revenue is a function of the size and demographics of the audience delivered, the

"CPM,"ivhich is the cost per thousand vieivers delivered, and the nmnber of units of time sold. Units sold and

CPM's are influenced by the quantitative and qualitative characteristics of the audience of each network as

ivell as overafl advertiser demand in the marketplace.

Tribune Broadcasting owns a 22.25% interest in The WB and the balance is held by "iVB Coininunica-

tions, a division of TWE. Following the completion of the TWE Restructuring, WB Communications will be a

ivholly oivned subsidiary of AOL Time Warner.

Other Network interests

T'iVE has held a 50%v interest in Comedy Central, an advertiser-supported basic cable television service

that provides comedy programming. Foiloiving the completion of the TWE Restructuring, such interest will be

held by a ivholly owned subsidiary of AOL Time Warner. Comedy Central was available in approximately

81 million homes as of December 31, 2002.

TWE has held a 50% interest in Court TV, ivhich v, as available in approximately 75 million homes as of

December 31, 2002. Folloiving the coinpletion of the T3VE Restructuring, such interest ivill be held by a

ivhofly oivned subsidiary of AOI. Time Warner. Court TV is an advertiser-supported basic cable television

service ivhose programming aims to provide an informative and entertaining vieiv of the American system of



justice. Focusing on "investigative television, " Court TV broadcasts trials by day and original programs such
as I'orerrsic Fi(es and popular off'-network series such as 2VYPD Blue in the evening.

Competition

Each of TWE's networks competes svith other television programming services for marketing and

distribution by cable and other distribution systems. All of the networks compete for viewers' attention and

audience share svith all other forms of programming provided to viewers, including broadcast networks, local
over-the-air television stations, other pay and basic cable television ser, ices, home video, pay-per-view

services, online activities and other forms of news, information and entertainment. In addition, the networks

face competition for programming with those same commercial television netwo. ks, independent stations, and

pay and basic cable television services, some of which have exclusive contracts tvith motion picture studios and

independent motion picture distributors. The WB competes for advertising with numerous direct competitors
and other media.

REGULATION AND LEGISLATION

TWE's cable television system, cable and broadcast television netuork and original programming
businesses are subject, in part, to regulation by the Federal Communications Commission ("FCC"),and the
cable television system business is also subject to regulation by some state goyernnrents and substantially all

local governments where TAVE has cable systems. In addition, in connection with regulatory clearance of the
AOL-Time IVarner merger, AOL Time Warner and its subsidiaries, including TWE's cable system and

Internet businesses are subject to compliance with the terms of the Consent Decree (the "Consent Decree" )
issued by the Federal Trade Commission ("FTC"), the Order to Hold Separate issued by the FTC, the
Memorandum Opinion and Order ("Order" ) issued by the FCC. TWE is also subject to an FTC consent
decree (the "Turner Consent Decree" ) as a result of the Fl'C's approval of Time IVarner's acquisition of
Turner Broadcasting System, Inc. in 1996. The terms ol' the Order to Hold Separate entered by the FTC in

connection with the AOL-Time tVarner Merger (which terms were described in TWE's Annual Report on

Form 10-K for the year ended December 31, 2000) have been satisfied.

The following is a summary of the terms of these orders as well as current signiTtcant federal, state and
local laws and regulations affecting the growth and operation of these businesses. In addition, various
legislative and regulatory proposals under consideration from time to time by Congress and various federal
agencies have in the past materially atfected, and may in the future materially afl'ect, TVVE.

FTC Consent Decree

On December 14, 2000, the FTC issued a consent decree in connection with the AOI. Time Warner
Merger. The consent decree provided that, with the exception of Road Runner, Time VVarner Cable is not
permitted to launch an affiliated ISP, like the AOL Broadband service, in its 20 largest divisions, until it
launched the EarthLink service, an unaffiliated ISP, on those systems. The consent decree also provided that
Time 3Varner Cable had to enter into agreements with two additional unaffiliated ISPs rvithin 90 days after
launching an affili !ed ISP. In addition, the consent decree required that, in its remaining divisions, Time
Warner Cable had to enter into agreements with three unaffiliated providers within 90 days after launching an
affiliated ISP. Each of these agreements had to be approved by the FTC.

Time Warner Cable has now entered into, and received FTC approval for, agreements with the required
number of unaffiliated ISPs in afl covered divisions. If any of the required agreements expires or is tertninated
during the term of the consent decree, Time Warner Cable will be required to replace it svith another approved
agreement. Although offering multiple ISPs was required by the terms of the consent decree, Time Warner
Cable has entered into agreements with unafliliated ISPs beyond the number required by the consent decree.

The consent decree also requires that Time VVamer Cable's FTC-approved agreements contain a

provision that requires Time IVarner Cable to give notice to the unafhliated ISPs whenever AOI, Time
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Warner enters into an AOL For Broadband a51iation agreement with any one of six specified cable operators.
In that event, fime Warner Cable is required to give each unafiiliated ISP the option to adopt all terms and

conditions of the relevant AOL F'or Broadband atfiliation agreement. In addition, the consent decree requires

that AOL Time Warner continue to offer and proniote DSL service in areas served by Time Warner Cable to
the same extent and on terms similar to the terms otfered in areas not served by Time Warner Cable. TAVE's

obligations under the consent decree expire on April 17, 2006.

FCC Memorandum Opinion mid Order

On January 11, 2001, the FCC issued an Order imposing certain requiiements over a five-year period

regarding Time Warner Cable's provision of multiple ISPs. Specifically, the Order requires Time KVarner

Cable to provide ISP customers with a list of available ISPs upon request, to allow ISPs to determine the
content on their first screen, and to allow ISPs to have direct billing arrangements ivith the subscribers they
obtain. The Order prohibits Time Warner Cable from requiring customers to go through an affriiated ISP to
reach an unatfiiiated ISP, from requiring ISPs to include particular content, and from discriminating on the
basis of affiliation ivith regard to technical system performance.

The FCC's Order also imposes conditions regarding possible future enhancements to America Online's

instant messaging service. The Order prohibit: America Online from offering "advanced" instant messaging
services (which are defined as streaming video applications that are not upgrades to America Online's current
instant messaging products) that utilize a names and presence database ("NPD") over Time Warner Cable
broadband facilities unless America Online satisfies one of three conditions: (i) America Online implements
an industry-ivide standard for server-to-server interoperability; (ii) America Online contracts ivith at least one
una51iated provider of NPD based instant messaging services before offering "advanced" instant messaging

and, within 180 days thereafter, enters into two additional such contracts; or (iii) America Online
demonstrates that these conditions no longer serve the public interest duc to materially changed circum-
stances. AOL Time Warner must also report to the FCC, every 180 days, its progress toivard Instant

Ivlessaging interoperability. Conditions relating to A'OL's instant messaging expire January 22, 2006.

In addition, the FCC's Order prohibits TWE from entering into any agreement with Comcast (formerly
ATILT) that gives any ISP affiliated ivith AOL Time Warner exclusive carriage rights on any former AT&T
cable system for broadband ISP services or that afl'ects Comcast's ability to offer rates or other carriage terms
to ISPs that are not afftliated ivith AOL Time Warner.

Turner FTC Consent Decree

TIVE is also subject to the terms of a consent decree (the "Turner Consent Decree" ) entered in

connection with the Fl'C's approval of the acquisition of Turner Broadcasting System, Inc. ("TBS")by Time
IVarner in 1996. Certain requirements imposed by the Turner Consent Decree, such as carriage commitments
for Time Warner Cable for the rollout of at least one independent national neivs video programming service,
have been fully satisfied by TWE. Various other conditions remain in eAect, including certain restrictions
ivhich prohibit T'vVE from offering programming upon terms that (1) condition the availability of, or the
carriage terms for, the HBO service upon whether a multichannel video programming distributor carries a
video programming service affiliated ivith TBS; and (2) condition the availability of, or thc carriage terms for,
CNN, TBS Superstation and TNT upon whether a multichannel video programming distributor carries any
video programming service afliliated with T(VE. The Turner Consent Decree also imposes certain restrictions
on the terms by ivhich a Turner video programming service may be oflered to an unaffrfiated programming
distribiitor that competes in areas served by Time Warner Cable.

Other conditions of the Turner Consent Decree prohibit Time Warner Cable from requiring, as n

condition of carriage, that nny national video programming vendor provide a financial interest in its

programming service or that such programming vendor provide exclusive rights against any other multichan-
nel programming distributor. In addition, Time Warner Cal le may nut discriminate on the basis of aAiliation

m the selection, terms or conditions of carriage for naiionai video progrnmming vendors.
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The Turner Consent Decree also requires that any AOL Time' Warner stock held by Liberty Media
Corporation ("Liberty Media" ), its former corporate parent, Tele-Communications, Inc. ("TCI"),which was

merged with AT&T in 1999, as well as by the late Bob Mag. .ess and John C. Malone as individuals, be non-

voting except that such securities are entitled to a vote of one-one hundredth (I/100) of a vote per share
otvned when voting with the outstanding common stock on the election of directors and a vote equal to the
vote of the common stock with respect to corporate matters that would adversely change the rights or terms of
these non-voting securities. Upon the sale of these non-voting securities to any independent third party, the
securities may be converted into voting stock of AOL Time Warner, The Turner Consent Decree also

prohibits Liberty Media, TCI (now Comcast), the late Bob Magness and John C lvlalone as individuals, from

holding ownership interests, collectively, of more than 9.2% of the fully diluted equity of AOL Time Warner.
In 2002, Liberty Media sought to el(minate these restrictions from the Turner Consent Decree; the petition
was denied by the FTC without prejudice on July 17, 2002. The Turner Consent Decree will expire in

February 2007.

Cable System Regulation

Comnrnnicnr ious Act rrnr/ ECC Regulation.

The Communications Act and the regulations and policies of the FCC affect significaht aspects of Time
IVarner Cable's cable system operations, including subscriber rates; carriage of broadcast television stations, as
well as the way Time Warner Cable sells its program packages to subscribers; the use of cable systems by
franchising authorities and other third parties; cable system ownership; an&1 use of utility poles and conduits.

Sn/rscr/Ter Rnres. The Communications Act and the FCC's rules regulate rates for basic cable service
and equipment in communities that are not subject to "effective competition, " as defined by federal law.
Where there is no efiective competition, federal law authorizes franchising authorities to regulate the monthly
rates charged by the operator for the minimum level of video programming service, referred to as basic service,
which generafiy includes local broadcast channels and public access or govenunental channels required by the
franchise. This kind of regulation also applies to the installation, sale and lease of equipment used by
subscribers to receive basic service, such as set-top boxes and remote control units. In many localities, Time
Warner Cable is no longer subject to this rate regulation, either because the local franchising authority has not
asked the FCC for permission to regulate or because the FCC has found that there is effective competition.

Carriage of Broadcrrsr Television S/nr/ons and 0//ren Programming Regn/ation. The Communications
Act and the FCC's regulations contain broadcast signal carriage requirements that allow local commercial
television broadcast stations to elect once every three years to require a cable system to carry their stations,
subject to some exceptions, or to negotiate svith cable systems the terms by svhich the cable systems may carry
their stations, commonly called "retransmission consent. "The most recent election by broadcasters was due
on October 1, 2002 and became efi'ective on January 1, 2003.

The Communications Act and the FCC's regulations require a cable operator to devote up to one-third of
its activated channel capacity for the mandatory carriage of local comnrercial television stations. The
Communications Act and the FCC's regulations give local non-commercial television stations mandatory
carriage rights, but non-commercial stations do not have the option to negotiate retransmission consent for the
carriage of their signals by cable systems. Additionally, cable systems must obtain retransmission consent for
all "distant" commercial television stations except for commercial satellite-delivered independent "supersta-
tions, " commercial radio stations, and some low-power television stations.

FCC regulations require Time tVarner Cable to carry the signals of both commercial and non-

commercial local digital-only broadcast stations and the digital signals of local broadcast stations that return
their analog spectrum to the government and convert!o a digital broadcast format. The FCC's rules give

digital-only broadcast stations discretion to elect svhether the operator .vill carv the station's signal in a dieital
or comerted analog format, und the rules also permit broadcasters with both analog and digital signals to tie
the carriage of their digital signals to the carriage of their analog signals as a retransmission consent condition.
The FCC is continuing to consider further modifications to its digital broadcast signal carriage requirements.



The Communications Act also permits franchising authorities to require cable operators to set aside

channels for public, educational and governmental access programming. Moreover, it requires a cable system

with 36 or more activated channels to designate a significant portion of its channel capacity for commercial
leased access by third parties to provide programming that may compete with services otfered by the cable
operator. The FCC regulates various aspects of such third-party commercial use of channel capacity on our
cable systems, including the rates and seine terms and conditions of the commercial use.

Ffigfi Speed fnrerner Access. From time to time, industry groups; telephone compaiiies, and ISPs have

sought local, state and federal regulations that would require cable operators to sell capacity on their systems
to ISPs under a common carrier regulatory scheme. Cable operators have successfully challenged regulations

requiring this "forced access," although courts that have considered these cases have employed varying legal
rationales in rejecting these regulations.

On March 15, 2002, the FCC released an order in which it determined that cable-modem service
constitutes an "information service" rather than a "cable service" or a "telecommunications service, " as those
terms are used in the Communications Act. According to the FCC, this conchision may permit but does not

require it to impose "multiple ISP" requirements. The FCC has begun a rulemaking proceeding to consider
whether it may and should do so and whether local franchising authorities should be perinitted to do so.
Several ISPs have appealed the FCC's order in federal court. If tlie ISPs prevail, cable operators may become
subject to a requirement that they carry any ISP desiring carriage.

In the wake of the FCC's March 2002 order, Time Warner Cable, along ivith most other multiple system
operators, stopped collecting and paying franchise fees on cable-modem revenues. However, the FCC has
initiated a rulemaking to explore the consequences of its March 2002 order. In addition, several local
franchising authorities have appealed the order in federal court, arguing that the FCC should have held that
cable-modem service is a "cable service. " Sonic local franchising authorities have also claimed that cable
operators' failure to pay franchise fees on cable-modem services revenue constitutes a breach of their franchise
agreement. To date, only a few local franchising authorities have filed lawsuits. Time Warner Cable is a
defendant in one such lawsuit,

Oivnership Limitations. There are various rules prohibiting joint oivnership of cable systems and other
kinds of communications facilities. Local telephone companies generally may not acquire more than a small

equity interest in an existing cable system in the. telephone company's service area. In addition, cable operators
may not have more than a small interest in "multichannel multipoint distribution services" facilities or
"satellite master antenna television" systems in their service areas. Finally, the FCC has been exploring
ivhether it should prohibit cable operators from holding ownership interests in satellite operators.

The Communications Act also required the FCC to adopt "reasonable limits*' on the number of
subscribers a cable operator may reach through systems in wttich it holds an oivnership interest. In September
1993, the FCC adopted a rule that was later aniended to prohibit any cable operator from seiidng more than
30% of all cable, satellite and other multi-channel subscribers natiomvide. The Communications Act also
required the FCC to adopt "reasonable limits" on the number of channels that cable operators may fill ivith

programming services in ivhich they hold an ownership interest. In September 1993, the FCC imposed a limit
of 40% of a cable operator's first 75 activated channels. In lvlarch 2001, a federal appeals court struck down
both limits. The FCC is currently exploring ivhether it should re-impose any limits. Time IVarner Cable
believes that it is unlikely that the FCC will adopt limits as stringent as those struck down.

Polexilrachmenr Regtdarion. The Communications Act requires that utilities provide cable systems and
telecommunications carriers with nondiscriminatory access to any pole, conduit or right-of-ivay controlled by
the utility. The Communications Act also requires the FCC to regulate the rates, terms and conditions
imposed by public utilities for cable systems' use of utility pole and conduit space unless state authorities
demonstrate to the FCC that they adequately regulate pole attachment rates, as is the case in some states in

which Time 3Varner Cable operates. In the absence of state regulation, the FCC administers pole attachment
rates on a formula basis. Tlie FCC's original rate formula governs the maximum rate utilities inay cnarge for
attachments to their poles and conduit by cable operators providing only cable services. The FCC also adopted
a second rate formula that became effective in February 2001 and governs the maximum rate utilities may



charge for attachments to their poles and conduit by companies providing telecommunications services,
including cable operators. Any increase in attachment rates resulting from the FCC's new rate formula is

being phased in (in equal annual instalhnents) over a five-year period that began in February 2001. The U.S.
Supreme Court has upheld the FCC's jurisdiction to regulate the rates, terms and conditions of cable
operators' pole attachments that are being used to provide both cable service and high speed data service.

Orher Regulatory Requirenrents of the Commmticationr Act mid the FCC. Thc Communications Act also

includes provisions regulating customer service, subscriber privacy, marketing practices, eqnal. employment

opportunity, technical standards and equipment compatibility, antenna structure notification, marking,

lighting, einergency alert system requirements and the collection from cable operators of annual regulatory

fees, which are calculated based on the nmnber of subscribers served and the types of FCC licenses held.

There are also some regulatory requirements applicable to set-top boxes. Currently, many cable
subscribers rent from their cable operator a set-top box that performs both signal-reception functions and

conditional-access security functions. The lease rates cable operators charge for this equipment are subject to
rate regulation to the same extent as basic cable service. In 1996, Congress enacted a statute seeking to allow

subscribers to use set-top boxes obtained from third-party retailers. The most important of the FCC's
implementing regulations requires cable operators to ofi'er separate equipment providing only the conditional-
access security function, so that subscribers can purchase boxes providing other functions from other sources
and to cease placing into service new set-top boxes that have integrated conditional-access security. These
regulations are scheduled to go into efi'ect on January 1, 2005. Cable operators and consumer-electronics
companies recently entered into a standard-setting agreement relating to interoperability betiveen cable
systems and reception equipment. Among other things, the agreement envisions consumer electronics devices
with a slot for a conditional-access security card provided by the cable operator. The FCC has invited

comment on whether it should issue regulations to implement that agreement. Ivleanwhile, industry groups are
in the process of negotiating additional agreements.

Compulsory Copyright Licenses for Carriage ofBroadcast Stations, ttfusic Perfotvnance Licenses. Time
sVarner Cable's cable systenis provide subscribers with, among other things, local and distant television
broadcast stations. Time Warner Cable generally does not obtain a license to use this programming directly
from program owners. Instead, it obtains this programming pursuant to a compulsory license provided by
federal law, which requires it to make payments to a copyright pool. The elimination or substantial
modiTication of the cable compulsory license could adversely affect Time Warner Cable's ability to obtain
suitable programming and could substantially increase the cost of programining that remains available for
distribution to its subscribers.

When Time sVarner Cable obtains programming from third parties, it generally obtains licenses that
include any necessary authorizations to transmit the music include&1 in it. When Time Warner Cable creates
its oivn programming and provides various other programming or related content, including local origination

programming and advertising that it inserts into cable-programming netivorks, it is required to obtain any
necessary music performance licenses directly from the rights holders. These rights are generally controlled by
three music performance rights organizations, each with rights to the music of various artists. Time Warner
Cable generally has obtained the necessary licenses, either through executed licenses or through procedures
established by consent decrees entered into by some of the music performance rights organizations.

State and Locnl Regulation

Cable operators operate their systems under non-exclusive franchises. Franchises are awarded, and cable
operators are regulated, by inunicipal or other local franchising authoriiies. In some states, there is cable
regulation at the state level as well. Time Warner Cable believes it generally has good relations ivith state and
local cable regulators.

Franchise agreements typically require payment of franchise fees and contain regulatory provisions
addressing, among other things, upgrades, service quality, cable service to schools and other public institutions,
insurance and indemnity bonds. The terms and conditions of cable franchises vary from jurisdiction to
jurisdiction. The Communications Act provides protections against many unreasonable term . In particular,
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the'Communications Act imposes a ceiling on franchise fees of five percent of revenues derived from cable

service. Time Warner Cable generally passes the franchise fee on to its subscribers, listing it as a separate item

on the bill.

Franchise agreements usually have a term of ten to 15 years from the date of grant, although some
renewals may be for shorter terms. Franchises usually are terminable only if fbe cable operator fails to comply
ivith material provisions. Time Warner Cable ha- not had a franchise terminated due to breach. After a
franchise agreement expires, a franchising authority may seek to impose neiv and more onerous requirements,
including requirements to upgrade facilities, to increase channel capacity and to provide various new services.
Federal law, however, provides significant substantive and procedural protections for cable operators seeking

renewal of their franchises. In addition, although Time Warner Cable occasionally reaches the expiration date
of a franchise agreement without having a written renewal or extension, it generally has the right to continue to

operate, either by agreenient ivith the franchising authority or by law, while continuing to negotiate a reneival.

In the past, substantially all of the material franchises relating to its systems have been renewed by the
relevant local franchising authority, though sometimes only after significant time and efi'ort. Despite its efforts
and the protections of federal law, some Time Warner Cable franchises may not be renewed, and it may be
required to make significant additional investments in its cable systems in response to requirements imposed in

the course of the franchise renewal process.

Franchises usually require the consent of franchising authorities prior to the sale, assignment, transfer or
change of control of a cable system. Federal law imposes various limitations on the conditions local authorities
'may impose snd requires localities to act on such reqnests ivithin 120 days.

Regninrio» of Telephony

As of March 1, 2003, it was unclear ivhether and to what extent regulators will subject Voice over
Internet Protocol ("VolP") service provided by cable operators to the same regulations that apply to regular
telephone service provided by regular telephone companies. In particular, it is unclear whether and to what

extent the "access chargeo and "universal service" rules that apply to regular telephone service will also apply
to VolP service. Finally, it is possible that regulators will allow utility pole oivners to charge cable operators
ofi'ering VoIP service higher rates for pole rental than for traditional cable service and cable-modem service.

Network Regulation

tinder the Act and its implementing regulations, vertically integrated cable programmers like the Turner
Networks and the Home Box Office Services, are generally prohibited from offering different prices, terms, or
conditions to competing unafiiliated multichannel video programmihg distributors unless the difierential is
justified by certain perniissible factors set forth in the regulations. The rules also place certain restrictions on
the ability of vertically integrated programmers to enter into exclusive distribution arrangements ivith cable
operators. Certain other federal laivs also contain provisions relating to violent and sexually explicit
programming, including relating to the voluntary promulgation of ratings by the industry and requiring
manufacturers to build television sets with the capability of blocking certain coded programming (the so-
called "V-chip").

DESCRIPTION OF CERTAIN PROVISIONS OF THK
TWE PARTNERSHIP AGREEMENT

In August 2002, AOL Time Warner, AT&T and Comcast, which in November 2002 acquired AT&T's
broadband business, including AT&T's interest in TIVE, entered into an agreement ivith respect to the T'iVE
Restructuring, ivhich is expected to be completed on March 31.2003. The TWE Partnership Agreement will
be ainended in connection with the TIVE Restructuring (as amended, the "New TIVE partnership
Agreement" ). The folloiving description summarizes certain provisions of the T'iVE Partnership Agreement
relating to the ongoing operations of TWE both before and after the completion of the TWE Restructuring.
Such description does not purport to be complete and is subject to, and is qualified in its entirety by reference
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to, the provisions of the TWE Partnership Agreement as in effect immediately prior to the completion of the

TAVE Restructuring (hereinafter referred to as the "original TWE Partnership Agreement" ) and the New

TIVE Partnership, as applicable.

1Vlanagement and Operations of TWK

Partners. Under the original TWE Partnership Agreement, the limited partnership interests in TWE
are held by the Class A Partners, consisting of two Comcast Trusts and two ivholly owned subsidiaries of AOL

Time tVarner. The generul partnership interests in TWE are held by the Class B Partners, consisting of ivholly

owned subsidiaries of AOL Titne Warner (the "AOLTW General Partners" ).

Following the TNVE Restructuring, the partnership interests in TWE will be recapitalized with one of the

Comcast Trusts holding a partnership interest representing a 4 7% residual equity interest in TWE, with a

subsidiary of AOL Time Warner holding a partnership interest consisting of a $2.4 billion preferred

component and a 1% residual equity interest in TWE and with TWC Inc, holding a partnership interest

representing a 94.3% residual equity interest in TWE.

Upon the completion of the TAVE Restructuring, TiVC Inc. will be the general partner of TWE and a

subsidiary of AOL Time Warner and one of the Comcast Trusts will be the limited partners of TWE. The
'designations "Class A Partner" and "Class B Partner*' ivill no longer apply.

Board of Representatives. Under the original TWE Partnership Agreement, the business and alfairs of
TWE are managed under the direction of a board of representatives (the "Board of Representatives" or the

"Board"). Both AOL Time Warner and the Comcast Trusts are entitled to appoint representatives to the

Board. The AOL Time Warner representatives control all Board decisions except for certain limited,

significant matters afiecting TiVE as a ivhole, which matters also require the approval of the Comcast Trusts'

re'presentativ'es. The managing general partners, both of which are ivholly owned subsidiaries of AOL Time

Warner, may take any action ivithout the approval or consent of the Board if such action otherwise may be

authorized by the AOL Time Warner representatives ivithout the approval of the Comcast Trusts'

representatives.

Folloiving the completion of the TtVE Restructuring, T)VC Inc. , as the general partner of TWE, will

have the exclusive authority to manage the biisiness and affairs of TWE, subject to certain protections over

extraordinary actions afiorded the Comcast Trust under the New TWE Partnership Agreement. These

protections consist of consent rights over the dissohition or liquidation of TWE and the transfer of control of

T'iVE to a third party, in each case, prior to the second anniversary of the closing of the TWE Restructuring,

and the right to approve of certain amendments to the Neiv TWE Partnership Agreement.

Doy-io-Doy Operations. TAVE is, and ivill continue to be following the closing of the TWE Restructur-

ing, managed on a day-to-day basis by the ofiicers of TWE.

Certain Covenants

Covenant Nor io Compete. Under the original TtVE Partnership Agreement, AOL Time Warner and its

controlled affiliates are prohibited froin competing or owning an interest in the principal lines of business of
TIVE —cable television systems, pay cable programming networks and filmed entertainment, subject to

certain exceptions (which include TBS and its businesses). The New TWE Partnership Agreement does not

contain such prohibitions.

Tronsncrions with /+Bores. Under the original T iVE partnership Agreement, subject to agreed upon

exceptions for certain types of' arrangements, TWE has agreed not to enter into transactions ivith any partner

or any of its afiiliates other than on an arm' s-length basis. The Nev: TtVE Partnership Agreement ivill require

that transactions between TWC Inc. , as the managing partner, and TWE be conducted on an arm' s-length

basis, ivith management, corporate or similar services being provided by TWC Inc. on a no mark-up basis ivith

fair allocations of administrative costs and general overhead.
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Registration Rights and Other Exit Rights

Registrntion Rights under TH E Partnership Agreement. Both AOL Time IVarner and the Comcast
Trusts have registration rights under the original TAVE Partnership Agreement. The parties have agreed not to
exercise any of their registration rights pending the closing of the TIVE Restructuring. Following the closing of
the TWE Restructuring, the New TWE Partnership Agreement ivill not provide for registration rights in

respect of their interests in TWE,

Snle nnd Apprnisoi Rights of Comcost Trust. Under a partnership interest sale agreement (the
"Partnership Interest Sale Agreement") to be entered in connection ivith the closing of the TIVE
Restructuring, at any time follov:ing the second anniversaiy of the closing of the TWE Restructuring, the
Comcast Trust holding a limited partnership interest in TWE has the right to require TWC Inc. to purchase
all or a portion of its partnership interest in TWE at an appraised fair market value, subjec: to a right of first

refusal in favor of AOL Time Warner. The fair market value of the interest will be deterinined separately by
two investment banks, one appointed by the Comcast Trust and one appointed by TWC Inc. If the higher of
the two valuations presented by the investment banks is ivithin 110% of the lower valuation, then the fair
market value of the offered partnership interest will be the average of the tivo valuations. If the higher
valuation is not ivithin 110% of the lower valuation, a third investment bank selected by the other two
investment banks, or, if they are unable to agree on a third investment bank, an investment bank selected by
the American Arbitration Association ivill choose one of the two valuations to be the fair market value of the
offered partnership interest, and that determination will be final and binding.

Following the second anniversary of the closing of the TWE Restructuring, the Comcast Trust also has
the right, at any time, to sell all or a portion of its interest in TWE to a third party in a bona fide transaction,
subject to a right of first refusal, first, in favor of AOL Time Warner and, second, in favor of TVVC Inc. If
TWC Inc. and AOL Time Warner do not collectively elect to purchase afi of the Comcast Trust's offered
partnership interest, the Comcast Trust may proceed v, ith the sale of the off'ered partnership interest to that
third party on terms no more favorable tlmn those oifered to TWC Inc. and AOI Time Warner, if that third

party agrees to be bound by the same terms and conditions applicable to the Comcast Trust as a limited
partner in TWE and under the Partnership Interest Sale Agreement.

The purchase price payable by TXVC Inc. or AOL Time tVarner as consideration for the Comcast Trust's
partnership interest may be caslg common stock, if the common stock of the purchaser is then publicly traded,
or a combination of both. Any AOL Time Warner or TIVC Inc. common stock issued to purchase the
Comcast Trust's partnership interests will be valued based on the average of the volume-iveighted trading
price of the common stock for a period of time prior to issuance and will be entitled to registration rights.

'Redemption of Prefetved Component. The preferred component of AOL Time Warner's partnership
interest must be redeemed by TWE 1'ofioiving the 20th anniversary of the closing of the TWE Restructuring.

Certain Put Rights of the Class A Partners

The put rights held by the TAVE Class A Partners under the original TWE Partnership Agreement that
are triggered upon a change of control of AOL Time IVarner ivill terminate upon the closing of the TAVE
Rest& iicturing.

Restrictions on Transfer

The original TIVE Partnership Agreement prevents the general partners and limited partners of TWE
from iiansferring their partnership interests, subject to a variety of exceptions.

I'olloiving the TWF Restructuring, the New TIVE Partnership Agreement wilt provide that T'iVC Inc.
and AOL Time IVarner may generally transfer their partnership interests in TWE at any time, except that
TIVC Inc. may not transfer control of TVVF before the third anniversary of the TIVE Restructuring.

The Neiv TIVE Partnership Agreement ivill provide that the Comcast Trust may not transfer its
partnership interest in TAVE at any time prior to the second anniversary of the closing of the TWE
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Restructuring and, after that, the Comcast Trust may only transfer its partnership interest pursuant to the
Partnership Interest Sale Agreement.

Following the TWE Restructuring, no transi'cr of partnership interests may be made by any partner
through secur!ties'markets, and no transfer may be made by any pgrtner if the transfer causes TAVE to have

more than 100 partners or rvould result in, or have a material risk of, TWE being treated as a corporation for
federal income tax purposes.

DESCRIIvfION OF CERTAIN PROVISIONS OF THE
TWK-A/N PARTNERSHIP AGRKKMKNT

Tire following description summarizes certain provisions of th" TWE-A/N Partnership Agreement
relating to the ongoing operations of TWE-A/N. Such description does not purport to be complete and is
subject to, and is qualified in its entirety by reference to, the provisions of the TWE-A/N partnership
Agreement.

Partners of TIVE-A/N

As of March 1, 2003, the general partnership interests in TWE-A'/N are held bY TWE Paragon
Communications, an indirect wholly owned subsidiary of AOL Time Warner ("Paragon" and, together mth
TWE, the "AOLTW Partners" ), and Advance/Newhouse partnership, a wholly ovmed subsidiary of Advance
Publications Inc. and Nevvhouse Broadcasting Corporation ("A/N"), The AOLTW Partners also hold
preferred partnership interests. As part of.the TWE Restructuring, expected to be completed on March 31,
2003, .the interests. held by Paragon will be transferred to TWC Inc.

Recent Restructuring of TIVE-A/N

The !WE-A/N cable television joint venture was formed by TWE and Advance/Newhouse in
December, 1995. A restructuring of the partnership was completed during 2002. As a result of this
restructuring, cable systems and their related assets and liabilities serving 2. 1 million subscribers as of
December 31, 2002, located primarily in Florida (thc "A/N Systems" ), were transferred to a subsidiary of
TWE-A/N (the "A/N Subsidiary" ). As part of the restructuring, efi'ective August 1, 2002, A/N's interest in
TWE-A/E-A/N was converted into an interest that tracks the economic perfokmance of the A/N Systems, while
AOL Time AVarner and TWE retain the economic interests and associated liabilities in the remaining

A/N's in

TWE-A/N cable systems. Also, in connection with the restructuring, AOL Time Warner effectivel ac uired
N's interest in Road Runner. All of the systems owned by TWE-A/N and the A/N Subsidiary continue to

support multiple ISPs, including AOL for Broadband, Road Runner and EarthLink. TWE-A/N's financial
results, other than the results of the A/N Systems, are consolidated with TWE's. (For additional information,
see Management's Discussion and Analysis of Results of Operations and Financial Condition, "Recent
Developments —Restructuring of TWE-A/N and Road Runner Partnerships" at pages F-4 through F-5).

Management and Operations of TWK-A/N

Management Powers and derv/cesAgreemenr. Subject to the requirement to act by unanimous consent
with res e tspect to some actions as described below, TWE is the managing partner, with exclusive management
rights of TWE-A/N, other than with respect to the A/N Systems. As managing partner, TIVE manages
TIVE-A/N oth t!/N, other ..!an the A/N Systems, on a day-to-day basis. Also, subject to the requirement to act by
unanimous consent with respect to some actions as described below, A/N has authority for the super'vision of
the day-to-day operations of the A/N Subsidiary and'the A/N systems. TIVE entered into a services
agreement with A/N and the A/Iil Subsidiary under which TWE agreed to exercise various management
functions, including oversight of proglain~ng and certain eng'neering-related ac~ines. TWE and A/N also
agreed to periodically discuss cooperation with respect to new product development.
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Ac/iona Rer/tririrrg /Jnnnimotrs Consent, Some actions cannot be taken by TWE-A/N, TIVE or A/N
ivithout the unanimous consent of the AOLTW Partners and A/N or the unanimous consent of an executive

committee onsisting of members designated by the AOLTW Partners and A/N. These actions include,

among other things:

any merger, consolidation or disposition of all or substantially all ol' the assets of T'iVE-A/N (excluding
the A/N Subsidiary) or the A/N Subsidiany;

any liquidation or dissolution of T5VE-A/N or the A/N Subsidiary;

specified incurrences of debt by T'vVE-A/N or by the A/N Subsidiary; and

admission of a new partner or other issuances of equity interests in TWE-A/N or the A/N Subsidiary.

Restrictious on Transfer

AOLTIFPariners. Any AOLTW Partner is generally permitted to directly or indirectly dispose of its

entire partnership interest at any time so long as the transferee is a wholly owned affiliate of TIVE (in the case
of translers by TWE) or TWE, AOL Time Warner or a ivholly owned affiliat of TWE or AOL Time Warner

(in the case of transfers by Paragon). In addition, the partnership interests of TWE-A/N held by Paragon

may be transferred directly or indirectly to any permitted transferee of partnership interests of TWE-A/N
held by TWE so long as AOL Time Warner controls such transferee and continues to oivn, directly or
indirectly, at least (a) 43.75% of the residual equity capital of TWE, if such disposition occurs prior to the
date on which TWE's Class A Partners have received cash distributions of $500 million per $1 billion of
investment, or (b) 35% of the residual equity capital of TWE if such disposition occurs after such date (the
"AOLTW Minimum Interest" ).The AOLTW Partners are also alloived to transfer their partnership interests

in TIVE-A/N pursuant to certain types of restructurings or liouidations of TWE. AOL Time Warner and its
subsidiaries, including T'iVE, are generally allowed to issue equity interests so long as AOL Time Warner
continues to own, directly or indirectly, 'at least the AOLTW Minimum Interest.

8/N Partner. A/N is generally permitted to directly or indirectly dispose of its entire partnership
interest at any time so long as the transfer is to certain members of the Newhouse family or certain affiliates of
A/N. A/N is also alloived to transfer its partnership interest pursuant to certain restructurings of A/N.

Restructuring Rights of the Partners

TVVE and A/N each have the right to cause TWE-A/N to be restructured at any time. Upon a
restructuring, TWE-A/N ivou!d be required to distribute the A/N Subsidiary with all of the A/N Systems to
A/N in complete redemption of A/N's interests in TWE-A/N, and A/N would be required to assume all

liabilities of the A/N Subsidiary and the A/N Systems. Folloiving such a restructuring, TWE's obligations to
provide management services ivould terminate. As of the date of this annual report, neither TIVE nor A/N has
delivered notice of the intent to cause a restructuring of TWE-A/N.

Rights ol' First Olfer

TIFE'sRcgtt/nrR/g/rr ofFirsi Open Subject to exceptions, A/N and its affiliates are obligated to grant
TWE a right of first offer with respect to any sale of assets of the A/N systems.

TIVE's Specin/ Right of First O~er. Within a specified time period following the first, seventh,
thirteenth and nineteenth anniversaries of the deaths of tivo specified members of the Newhouse family (those
deaths have not yet occurred), A/N has the right to deliver notice to TWE stating that it wishes to transfer
some or all of the assets of the A/N systems, thereby granting TWE the right of first ofier to purchase the
specified assets. Folloiving delivery of this notice, an appraiser will determine the vahie of the assets proposed
to be transferred. Once the value of the assets has been determined, A/N has the right to terminate its offer to
sell the specified assets. If A/N does not terminate its offer, TIVE ivill have the right to purchase the specified
assets at a price equal to the value of the specified assets determined by the appraiser. If T'iVE does not
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exercise its right to purchase the specified assets, A/N has the right to sell the specified assets to an unrelated

third party ivithin 180 days on substantially the same terms as were available to TWE.

DESCRIPTION OF CERTAIN PROVISIONS OF AGRKEIVIKNTS

RELATED TO TWC INC.

The folloiving description sunimarizes certain provisions of agreements related to, and constituent

documents of, TIVC that will alfect and govern the ongoing operations of TWC following the TIVE

Restnicturing. Such description does not purport to be complete and is subject to, and is qualified in its

entirety by reference to, the provisions of such agreements and constituent documents.

Management and Operation of TWC

Stockholders of TIIrC. In the TWE Restructuring, AOL Time Warner and its subsidiaries will receive

shares of Class A common stock of TWC, which generally has one vote per share, and shares of Class B

common stock of TWC, which generally has ten votes per share, which together will represent 89.3% of the

voting poiver of TWC and 82.1% of the equity of TSVC. A Comcast Tmst will receive shares of Class A

common stock of TWC representing the remaining 10.7% of the voting poiver and 17.9% of the equity of

TIVC. The Class B common stock will not be convertible into Class A common stock. The Class A common

stock and the Class B common stock will vote together as a single class on all matters, except ivith respect to

the election of directors and certain matters described below.

Board afDirectors of TIVC. Following the TWE Restructuring, the Class A common stock will vote, as

a separate class, with respect to the election of the Class A directors of TWC (the "Class A Directors" ), and

the Class B cominon stock will vote, as a separate class, with respect to the election of the Class B directors of

TSVC (the "Class B Directors" ).Pursuant to the restated certificate of incorporation af TWC (the "Restated

Certificate of Incorporation" ) to be filed at the closing of the TWE Restructuring, the Class A Directors must

represent not less than one-sixth and not more than one-fifth of the directors of TIVC, and the Class B

Directors must represent not less than four-fifths of the directors of T1VC. Because of its share holdings, AOL

Time Warner will be able to cause the election of all Class A Directors and Class B Directors, subject to

certain restrictions on the identity of these directors discussed below.

Folloiving the TWE Restructuring but prior to any initial public offering of TWC, the Restated

Certificate of Incorporation ivill require that there be at least two independent directors on the board of

directors of TSVC. In addition, a parent agreement (the "Parent Agreement" ) among AOL Time Warner,

TXVC and Comcast ivill provide that, prior to the initial public olfering of TWC, at least 50% of the

independent directors be, at the time of their nomination, reasonably satisfactory to the Comcast Trust. To the

extent possible, all such independent directors ivill be Class A Directors. For three years following the initial

public offering of TWC, the Restated Certificate of Incorporation will require that at least 50% of the board of

directors of TWC consist of independent directors.

Proter/ioris of Minor//y Class A Coiirmon Stockholders. Folloiving the TWE Restructuring, the

approval of the holders of a majority of the voting power of the then outstanding shares of Class A commoii

stock held by persons other than AOL Time IVamer ivill be necessary in connection witln

any merger, consolidation or business combination of TIVC in ivhich the holders of Class A common

stock do not receive per share consideration identical to that received by the holders of Class B
common stock (other than with respect to voting power) or which would adversely afi'ect the Class A

common stock relative to the Class B common stock;

any change to the Restated CertiTicate of incorporation thai would have a material adverse effect on

the fights of the holders of the Class A common stock in a nianner difierent from the enect on the

holders of the Class B common stack:

any change to the provisions of the Restated Certificate of Incorporation that would alfect the right of

thc Class A common stock to vote as a class in connection ivith any merger as discussed above;
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any change to the Restated CeitiTicate of Incorporation that iiould alter the number of independent
directors required on the TWC board of directors; and

through and until the fifth anniversary of the completion of any initial public offering of TWC, any
change to provisions of T5VC's by-laivs concerning restrictions on transactions between TWC and

AOL Time Warner and its atfiliates.

Matters Aff'ecting the Relationship between AOL Time &&Varner and TIVC

Indehredness Approval Right. For so long as the indebtedness of TWC is attributable to AOL Time
Warner, in AOL Time 5Varner's reasonable judgment, fWC, its subsidiaries and entities that it manages will

not, ivithout the consent of AOI. Time Warner, create, incur or guarantee any indebtedness, including
preferred equity, or rental obligations if its ratio of indebtedness plus six times its annual rental expense to
EBITDA plus rental expense, or "EBI'I'DAR," then exceeds or would exceed 3:l.

Other AOL Time Warner Rights. Under the Parent Agreement, as long as AOL Time 5Varner has the
right to elect more than a majority of the directors of TIVC, TWC must obtain AOL Time Warner's consent
before it enters into any agreement that binds or purports to bind AOL Time Warner or its afliliates or that
would subject T'&VC to significant penalties or restrictions as a result of any action or omission of AOL Time
Warner; or adopts a stockholder rights plan, becomes subject to Section 203 of the Delaware General
Corporation I aw, adopt- a "fair price" provision or takes any similar action.

AOL Tfn&e Iiarner Standstill. Under the Parent Agreement, AOI Time 5Varner has agreed that for
three years folloiving the completion of any initial public offering of TWC, AOL Time Warner ivill not make
or announce a tender off'er or exchange ofl'er for the Class A common stock of T'&VC ivithout the approval of a
majority of the independent directors of TWC; and for ten years following any initial public ofi'ering of TWC,
AOL Time Warner ivill not enter into any business. combination with TWC, including a short-form merger,

'

ivithout the approval of a majority of the independent directors of TWC.

Transact'&ons be(ween AOL Tfme Warner and TIFC. The by-lairs of TWC &vill provide that AOL Time
Warner may only enter into transactions with TWC and its subsidiaries; including TAVE, that are on terms
that, at the time of mitering into such transaction, are substantially as favorable to TWC or its subsidiaries as
tliey would be able to receive in a comparable arm' s-length transaction with a third party. Any such
transaction involving reasonably anticipated payments or other consideration of $50 million or greater ivill also
require the prior approval of a majority of the independent directors of T&&VC.

TWC Regisrra rion Rigfns Ag& ee&nenes

TIYC Registration Rights Agreen&enr with Con&cast Trust. At the closing of the TWE Restructuring, a
Comcast Trust &vill enter into a registration rights agreement ivith TWC relating to its shares of Class A
common stock, as well as any conunon stock of' TWC that it or another Comcast Tnist may receive in

connection with any sale of a partnership interest in TWE under the Partnership Interest Sale Agreement (see
"Description of Certain Provisions of the TWE Partnership Agreement —Registration Rights and Other Exit
Rights, " above) .

Subject to several exceptions, including TWC's right to defer a demand registration under soine
circumstances, the Comcast Trust may require that TIVC register for public resale under the Securities Act of
1933 all shares of Class A common stock it requests be registered. The Comcast Tn&st may demand live
registrations so long as the securities being registered in each registration statement are reasonably expected to
produce aggregate proceeds of $250 million or more. TWC ivill not be obligated to effect more than one
demand registration on behalf of the Comcast Trust in any 270-day period, nor will T5VC be obligated to
eflect a demand registration on behalf of the Comcast Trust if it has received proceeds ir& excess of
$250 million (or IO/o of TWC's market capitalization) from private placements of arid hedging transactions
relating to TWC's common stock in the preceding 270-day period. Any registered hedging transaction or other
monetization ivith respect to TWC common stock ivill be deemed to constitute a demand registration. In
addition, the Comcast Trust ivill have "piggyback" registration rights subject to customary restrictions on any
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frafjpn for TWC's account or the account of another stockholder, and TWC and AOL Time 'iVarner willregistra i

be Perermjfted to Piggyback on the Comcast Trust's demand registrations. Under the registration rights

agreenienlent, the Comcast Tmst may not engage in any private placement pr hedging transaction lintil the

r pf the first anniversary of the closing of the TWE Restructuring and the date uPon which T3VC shallearlier o
spjd af least $2.1 billion ivorth of common stock.

have so

If auy registration requested by the Comcast Trust or AOL Time IVamer is in the form of a firm

ovrjffen offering, and if the managing underwriter of the ofl'ering determines that the number of securitiesunderwr'

tobeopffered ivould jeopardize the success of the offering, the number of shares included in the offering shall

be eed termined as follows:

firsf, secilrities to be offered for T'iVC's account must be inchided until T'iVC has sold $2.1 billion

ivprtli of securities, ivhether through public ofl'erings, private placements or hedging transactions;

secpnd, securities to be offered for fhe account of the Comcast Tnist must be included until it has sold

33 0 billion ivorth of securities; and

tlijrd, TWC and the Comcast Trust ivill have equal Priority, and AOL Time 'iVarner will have last

pnprity until the earlier of (x) the fifth anniversary of the closing of the TWE Restructuring and

fyj flic date the Comcast Trust holds less than $250 million of TVVC common stock. After that date,
TWrC the Comcast Trust and AOL Time Warner ivill have equal priority.

Registration Rigir(s Agreemenr be(iveen TWC and rfOI. Tiiiie Warner. At the closing of the T'iVE

tmcfuflng, AOL Time VVarner and TWC ivill enter into a registration rights agreement relating to AOLRestlilc
Warner's shares of TWC common stock. Subject to several exceptions, including TWC's right to defer aTime
nd registration under some circumstances, AOL Time Warner may, under that agreement, require thatdeman

IVC register for public resale under the Securities Act of 1933 all shares of common stock that AOL Time

iV ner requests be registered AOL Time Warner may demand an unlimited nunlber of registrations InWarner

ad iio,d'tjpn AOL Tiine Warner ivill be granted "Piggyback" registration rights subject to customary restrictions,

d TWC will be permitted to piggyback on AOL Time Warner's registrations. Any registration statement
an

d under flic agreement is subject to the cut-back priority discussed above. AOL Time 3Varner ivifl not, until
file un

the ifffh anniversary of the closing of the TWE Restructuring, dispose of its shares of TWC common stock

otherr than in registered offerings.

i„connection ivith the registrations described above under both registration rights agreements, TWC ivifl

jniiemn'ninify the selling stockholders and bear afl fees, costs and expenses, except underwriting discounts and

se lfing commissions.

CURRENCY RATES AND REGULATIONS

TWE's foreign operations are subject to the risk of fluctuation in currency exchange rates and to

exc nanhinge 'cpntrols. TWE cannot predict the extent to which such controls and fluctuations in currency

exc angha„ge rates may aflect its operations in the future or its ability to remit dollars from abroad. See Note 1,

an,'zafjpn and Summary of Significant Accounting Policies —Foreign Currency Translation" andOrgan
12 "Derivative Financial Instruments —Foreign Currency IUsk Management" to TIVE's consolidated

nclal sfafeinents set forth at pages F-41 and F-65 through F-66, respectively, herein. For a discussion of

revenu, nues of international operation:, see Note 13, "Segment Information" to TIVE's consolidated financial

statemeferilenfs set forth on page F-70 herein.

EfvIPLOYEES

Af Deceniber 31, 2002, TWE employed a total of approximately 31,200 persons.



BUSINESSES OF THK AOL TIlVIK WARNER GENERAL PARTNERS

Prior to the completion of the TAVE Restructuring, WCI and ATC are the General Partners of TWE,
W'CI conducts substantially all of AOL Time Warner's vertically integrated worldhvide recorded music

business and worldwide music publishing business under the umbrella name Warner Music Group. ATC does

not conduct operations independent of its ownership in TWF. and certain other investments.

MUSIC

Ih'the United States and around the world, WCI, through its ivholly oivned Warner Music Group division

("WMG"), is in the business of discovering and signing musical artists and manufacturing, packaging,
distributing and marketing their recorded music, and also in the DVD manufacturing and printing businesses.

Recorded Music

In the United States, WMG's recorded music business is principally conducted through WMG's Warner
Bros. Records Inc. , Atlantic Recording Corporation, Elektra Entertainment Group Inc. and Word Entertain-
ment and their affiliated labels, as well as through the WEA Inc. companies. WMG's recorded music
activities are also conducted through its Warner Music International division in over 70 countries outside the
United States through various subsidiaries, afliliates and non-affiliated licensees.

The WEA lnc. companies include WEA Manul'acturing Inc. , which manufactures co!npact discs (CDs),
CD-ROMs and DVDs principally for WMG's record labels and Warner Home Video, but also for other
outside companies; Ivy Hill Corporation, which produces printed material and packaging for WMG's recorded
music products as well as for a wide variety of other consumer products; and Warner-Elektra-Atlantic
Corporation ("WEA Corp. "), ivhich markets and distributes WMG's and third-party recorded music
products to retailers and ivholesale distributors. WMG also owns a majority interest in Alternative Distribu-

tion Alliance ("ADA"), an indepe!ident distribution company specializing in alternative rock, metal, hip hop
and dance music with a focus on new or developing artists.

xs

Domestic

WMG*s major record labels in the United States Warner Bros., Atlantic, Elektra and Word each ivith

a distinct identity, discover, sign and develop recording artists. The labels scout and sign talent in many
difierent musical genres, including pop, rock, jazz, country, RkB, hip hop, rap, reggae, Latin, alternative, folk,
blues, .gospel and Christian music. The January 2002 acquisition of Word Entertainment, a major Christian
music company, has signincantly expanded the division's presence in that genre.

'
Iri July 2002, Word

Entertainment became 20% owned by an afiiliate of Curb Records, a prominent Nashville-based independent
record label, as part of a transaction in ivhich Curb entered into a long-term multi-territory distribution

arrangement ivith various WMG affiliates. Among the artists that resulted in significant United States sales
for WMG during 2002 were: Josh Groban, Enya, Kid Rock, Faith Hill, Red Hot Chili Peppers, Linkin Park,
Missy Elliott, P.O.D., Michelle Branch and Nappy Roots.

WMG is a vertically integrated music company, After an artist has entered into a contract with a JVMG
label, a master recording of the artist's music is produced and provided to WMG's manufacturing operation,
WEA Manufacturing, which replicates the music primarily on CDs. WEA Manufacturing also manufactures
a significant number of DVDs worldwide. Ivy Hill prints material that is included ivith CDs, DVDs and audio
cassettes and creates packaging for them. IVEA Corp. and ADA, WMG's United States distribution a!!us,
inarket and sell product and deliver it, either directly or through sub-distributors and wholesalers, to thousands
of record stores, mass merchants and other retailers throughout the country. Product is also increasingly being
sold directly to consumers through Internet retailers such as Amazon. corn. Sales by WMG labels, as well as

by the music industry generally, have been adversely affected by piracy and parallel imports and also by
Internet sites and teclmologies that allow consumers to download quality sound reproductions from the
Internet without authorization from the rights oivner.
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WMG's Warner Strategic Marketing division (which includes Warner Special Products, Warner

Television Marketing, Warner Music Group Soundtracks and Rhino Entertainment Company) specializes in

marketing WMG's catalog through compilations and reissues of previously released music and video titles;

licensing tracks to third parties for various uses and through coordinating film and television soundtrack

opportunities between WMG record labels and the film and television studios of both Warner Bros. and third

parties.

WMG also has entered into joint venture arrangements pursuant to which WMG companies manufac-

ture, distribute and market (in most cases, domestically and internationally) recordings owned by joint

ventures, such as Maverick Records and Lava Records. Since 1991, WMG and Sony Music Entertainment

Inc. have operated The Columbia House Company, a direct marketer of CDs, DVDs and audio and

videocassettes in North America, through a 50/50 joint venture. In Iune 2002, WMG and Sony Music each
sold 859e of their oivnership interests in Columbia. House to an affiliate of The Blackstone Group as part of a
leveraged buyout, thereby reducing WMG's interest to 7.59o..

WMG has continued to actively pursue new media opportunities and to license new business models in

the digital arena. In 2001, Bertelsmann and EMI joined WMG and RealNetworks as shareholders in

MusicNet, an online subscription music distribution platform that functions as a wholesaler and is imple-

mented by online services that interface with individual consumers. As of November 2002, MusicNet had

obtained licenses from all five major music companies, enabling it to offer a broad musical repertoire. In
addition to the subscription service licenses granted by WMG in 2001 to Echo Networks, MusicNet, OD2 and

Listen. corn, in 2002 WMG entered into subscription service licenses ivith FullAudio, Streamwaves. corn and

pressplny.

In late 2002, WMG and AT&T Wireless announced that ATkT Wireless would be selling ring tones

featuring the music of WMG. artists to certain ATILT Wireless subscribers that use cellular handsets

supporting such functionality. As part of such arrangement, WMG is hosting a ivireless website that allows

such subscribers to access certain 'iVMG artists' promotional content. WMG entered into a similar

arrangement with Sprint PCS in early 2003 and expects to enter into additional arrangements with a goal of
developing new wireless promotional and commercial opportunities for WMG and its artists. WMG has also

been a driving force in establishing the DVD Audio format, launched in fall 2000, which improves on the CD
by providing higher fidelity and six-channel surround sound. As of the end of 2002, IVMG has released more
than 80 titles in this format.

WMG's Giant Merchandising is a leading supplier of screen printed and embellished apparel focusing on

music entertainment merchandising, retail licenses and private label marketing and distribution. Among
Giant's major customers in 2002 were Paul McCartney, Cher, Aerosmith, Harley Davidson, Hard Rock Cafe,
Nike and Reebok.

international

The Warner Music International ("IVMI") division of WMG operates through various subsidiaries and

affiliates and their non-affiiiated licensees in over 70 countries around the world. IVMI engages in the same
activities as WMG's doniestic labels, discovering and signing artists and manufacturing, packaging, distribut-

ing and marketing their recorded music. The artists signed to WMI and its affiliates number more than a
thousand. Significant album sales for WMI in 2002 were generated by the following artists and soundtracks:

Alanis Morissette, Linkin Park, David Gray, Phil Collins, Laura Pausini, Mana, Rip Slyme, Red Hot Chili

Peppers and Lord of tire Rings.

In most cases, Wlvll also markets and distributes the records of those artists for v, horn WlvIG's domestic

record labels have international rights. In certain countries, WlvH licenses to unaffiliated third-party record
labels the right to distribute its records. IVMI operates a plant in Germany that manufactures CDs and DVDs
for its affiliated companies, as well as for outside companies and, as part of a joint venture, operates a plant in

Australia that manufactures CDs.
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Music Publishing

WMG's music publishing division, RVarner/Chappelt, oivns or controls the rights to more than one

million musical compositions, including numerous pop music hits, American standards, folk songs and motion

picture and theatrical compositions. Its catalog includes works from a diverse range of artists and composers

including Madonna, Staind, Nicketback, India. Arie, Barry Gibb, Dido, Moby, George and Ira Gershwin and

Cole Porter. IVarner/Chappell also administers the music of several television and motion picture companies,

including Lucasfilm, Ltd. and Hallmark Entertainment.

Warner/Chappell also owns Warner Bros. Publications, one of the ivorld's largest publishers of printed

music. Warner Bros. Publications markets publications throughout the world containing works of such artists

as Shania Twain, The Grateful Dead and Led Zeppelin and containing works from the Zomba and Universal

'music publishing catalogs.

The principal sources of revenues to Warner/Chappelt are royalties for the use 'of its compositions on

CDs, DVDs, ring tones, music videos, the Internet and in television commercials; license fees paid for the use

of its musical compositions on radio, television, in motion pictures and in other public performances; and sales

of published sheet music and song books.

Competition

The revenues of a company in the recording industry depend upon public acceptance of a company's

recording artists and their music. Although WMG is one of the largest recorded music companies in the

world, its competitive position is dependent on its continuing ability to attract and develop talent that can

achieve a high degree of public acceptance. The competition among record companies for such talent is

intense, as is the competition among companies to sell the recordings created by these artists. The recorded

music business continues to be adversely afi'ected by the bankruptcies of record ivholesalers and retailers,

counterfeiting of CDs, piracy and parallel imports and'also by Internet sites and technologies that allow

consumers to download quality sound reproductions from the Internet without authorization from the rights

owner. In response, the recorded music industry has engaged in efforts to develop secure technologies for

digital music delivery, to battle piracy through litigation and legislation and to establish legitimate neiv media

business models.

Competition in the music publishing business is also intense. Although WlvIG's music publishing

business is one of the largest on a worldwide basis, it competes with every other music publishing company in

acquiring musical compositions and in having them recorded and performed. In addition, the vast majority of

WtMG's music publishing revenues are subject to rate regulation either by government entities or by collecting

societies throughout the world. WMG also competes for consumer attention with other non-musical media

such as home video and video games.

OTHER

Time Warner Telecom

Time Warner Telecom Inc. ("Time Warner Telecom") is a fiber facilities-based integrated communica-

tions provider that sells last-mile bandwidth and telecommunications services on its own fiber optic network to

medium and large businesses in selected metropolitan areas across the United States, Time IVarner Telecom

was formed in 1 998 through a restructuring of the business telephony operations of Time Warner Cable. The

AOLTW General Partners' aggregate equity imerest in Time Warner Telecom as of December 31, 2002 was

34'fo.

DC Comics and Mad lt/Iagazine

DC Coniics, ivhich has been oivned 50-50 by TWE and WCI, publishes more than 50 regularly issued

coniics magazines featuring such popular characters as Stipernran, /ta/ntars B onuer Woman and The

Sandman. DC Comics also derives revenues from nlotion pictures, television, product licensing and books.
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Following completion of the TWE Restructuring, DC Comics will be 100%owned by WCI and a subsidiary of
WCI.

WCI owns 100% of E.C. Publications, Inc. , the publisher of MAD, a humor and satirical magazine vvhich

is regularly published 12 times a year and also in periodic special editions.

Turner Broadcasting System, Inc.

In October 1996, Time VVarner consummated the acquisition of TBS by ac'quiring the remaining

approximately 80% interest in TBS not already owned by Time Warner. The AOLTW General Partners
collectively own a 10.6% economic interest in TBS.Through its subsidiaries, TBS o(vns and operates domestic
and international entertainment networks, including TBS Superstation, Turner Network Television (TNT),
Cartoon Network and Turner Classic fvfovies; and news networks, includirg CNN, Headline News, CNN
International (CNNI) and CNN en Espanol. TBS also has interests in sports franchises and motion picture
operations.

Warner Japan

WCI currently owns, directly and indirectly, an aggregate 99.95% interest in Warner Japan, which

conducts a number of businesses in Japan, including home video distribution, theatrical film and television

distribution and merchandising businesses, as well as recorded music production, promotion and distribution.

Pursuant to distribution and merchandising agreements entered into between TWE and Warner Japan,
IVarner Japan receives distribution fees generally comparable to those currently received by TWE for

performing distribution services for unaffiliated third parties,

Item 2. Properties

Networks —HBO, Filmed Entertainment and Cable

The following table sets forth certain infornmtion as of December 31, 2002 with respect to principal
properties (over 250,000 square feet in area) owned or leased by TWE's Netrvorks —HBO, Filmed
Entertainment and Cable businesses, all of which TAVE considers adequate for its present needs, and all of
which were substantially used by TWE.

Location

New York, NY
1100 and fff4
Ave. of the
Americas

Principal Dse

Business oflices (HBO)

Approximate
Square Feet

Floor Space/Acres

350,000 sq. ft. and
275,600 sq. ft.

Tive of Orrnershtp
Expiration Date cr Ixase

Leased by TIVE
Lease expires in 2018.

Burbank, CA
The Warner Bros.
Studio

lot

Sound stages, administrative,
technical and dressing room
structures, screening theaters,
machinery and equipment
facilities, back lot and parking
and other Burbank properties
(Filmed Entertainment)

3,303,000 sq. ft. of
improved space on
158 acres(a)

Owned by TIVE.

Valencia, CA Location filnting
Undeveloped land (Filmed Entertainment)

232 acres Owned by TAVE.

(a) Ten acres consist of various parcels adjoining Thc 'Varner Bros. Studio, with mixed commercial, office
and residenlial uses.



AOL Time Warner General Partners

l.ocation

Olyphant, PA East
Lackawanna Ave

Manufacturing, ivarehouses,
distribution and office space
(lvliislc)

Offices/ivarehouse (Music)

1,012,850 Owned and occupied by WCI.

Aurora, IL 948
Meridian Lake

Alsdorf, Germany Max-
Planck Strasse 1-9

Terre Haute, Indiana
4025 3rd Pkvq

602,000 Owned and occupied by IVCI.

269,000 Owned and occupied by WCI.Manufacturing, distribution
and oflice space (Music)

Manufacturing and office
space (Music)

269,000 Leased by WCI. Lease expires
in 2011.

The following table sets forth certain information as of December 31, 2002 ivith respect to the principal

properties of WCI and its subsicliaries (over 250,000 square feet in area), all of which WCI considers

adequate for its present needs, and afl of which were substantially used by WCI. ATC, the other AOL Time

Warner General Partner, does not oivn or lease any properties material to its business.

Approximate
Square Feet Type of Ownership

Principal Use Floor Space Expiration Date of Lease

Iteni 3. Legni Proceedings

TIVE or the AOLTW General Partners are parties to various litigation matters, including:

On June 24, 1997; plaintifls in Six Flags Over Georgia LLC ef oi. v. Tinie Warner Eirferfainmenf

Company, LP. e/ oi., filed an amended complaint in the Superior Court of Gwinnett County, Georgia,

claiming that, inter alia, defendants, which include TWE, violated their fiduciary duties in operating the Six

Flags Over Georgia theme park. On December 18,.1998, following a trial, a jury returned a verdict in favor of

plaintifls. The total awarded to plaintiffs ivas approximately $454 million in compensatory and punitive

damages. The case ivas appealed to the Georgia Court of Appeals, ivhich affirmed the trial court's judgment,

and denied reconsideration. The Supreme Court of Georgia denied certiorari on January 18, 2001. On

February 28, 2001, the compensatory damages portion of the award plus accrued interest was paid to plaintiffs.

On March I, 2001, the United States Supreme Court granted a stay as to payment of the punitive damages

part of the jury's original aivard, pending the resolution of a petition for certiorari to be filed by TWE, ivhich

was filed on June 15; 2001. On October I, 2001, the United States Supreme Court granted certiorari, vacated

thc opinion of the Georgia Court of Appeals and remanded the case for further consideration as to punitive

damages. On March 29, 2002, the Georgia Court of Appeals affirmed and reinstated its earlier decision

regarding the punitive damage aivard. On April 18, 2002, TWE filed a petition for certiorari to the Georgia

Supreme Court seeking revieiv of the decision of the Georgia Court of Appeals, which was denied on

September 16, 2002. The Georgia Supreme Court subsequently denied TWE's motion for reconsideration of

its September 16th ruling, Plaintifl's have agreed not to pursue payment of the punitive damages award and

accrued interest until the resolution of TWE's petition for ivrit of certiorari to the United States Supreme

Court, which TIVE filed on December 23, 2002. The petition is pending.

On April 8, 2002, three former employees of certain subsidiaries of WMG filed Efenry Spann el ai. v.

AOL Time Wanrer Enc. ef ai. , a purported class action, in the U. S. District Court I'or the Central District of

California. Plaintiffs have named as defendants AOL Time Warner, TWE., WEA Corp. , WEA Manufactur-

ing Inc. , Warner Bros. Records, Atlantic Recording Corporation, various pension plans sponsored by the

companies and the administrative committees of those plans. plaintiffs allege that defendants miscalculated

the proper amount of pension benefits oived io them and other class members as required under the plans in

rriolation of ERISA. The laivsuit has been transferred to the U. S. District Court for the Southern District of

New York. The AOLTW General Partners intend to defend against this laivsuit vigorously. The AOLTW

General Partners are unable to predict the outcome of this suit or reasonab!; estimate a range of possible loss,

The costs and other elfects of pending or future litigation, governmental investigations, legal and

administrative cases and proceedings (ivhether civil or criminal), settlements, judgements and investigations,
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claims and changes in those matters (including those niatters described above), and developments or

assertions by or against TWE or the AOLTIV General Partners relating to intellectual property rights and

intellectual property licenses, could have a material adverse cfiect such company's business, financial

condition and operating results.

Item 4. Subniission of Matters to a Vote of Security Holders.

Not applicable.

PART Il

Item 5. Market For Registrant's Coniiiion Equity and Related Stockholder Mntters.

Not applicable.

Item 6. Selected Finnncin! Datn.

The selected financial information of TWE and the AOLTIV General Partners for the five years ended

December 31, 2003 is set forth at pages F-76 and F-142 herein and is incorporated herein by reference.

Item 7. Mnnngerneiit's Discussion niid Aiialysis of Fiunncial Coiidition caid Results of Operntious.

The information set forth under the caption "Ivlanagement's Discussion and Analysis" at pages F-2
through F-29 and at pages F-79 through F-100 herein is incorporated herein by reference.

Item 7A. Qunniitative nnd Qualitative Disclosures About Market Risk.

The information set forth under the caption "Market Risk Management" at pages F-20 through F-21 and

page F-89 througli F-90 herein is incorporated herein by reference.

Item 8. Financinl Stnteaients arid Snppleinentary Data.

The consolidated financial statements and supplementary data at pages F-30 through F-74 of TWE and

the report of independent auditors thereon set forth at page F-75 herein, and the consolidated financial

statements set forth at pages F-101 through F-140 of the AOLTW General Partners and the report of
independent auditors thereon set forth at page F-141 herein, are incorporated herein by reference.

Quarterly Financial Information set forth at page F-77 herein is incorporated herein by reference.

Item 9. Clianges fii and Disagreements ivith Acco«ntaiits on Ace««ntiag and Finaucial Disclosure.

Not applicable.

PART III

Item 10. Directors and Execiitire Officers of tlie Registrant

Representatives and Directors

Set forth below is the name and age of each member of the Board of Representatives of TAVE and each

person who is a director of one or both of the AOLTW General Partners, such person's present principal

occupation or employment, the name of the corporation or other organization in which such occupation or
employment is conducted and the name and principal business of any corporation or other organization in

which such person held a material position or office or engaged in a material occupation or employmcr'. t during

the last five years and such position, offic, occupation or employment. Mr. Parsons became a member of the

Board of Renresentatives of TIVE on February 1, 1995, tivtessrs. Case and Novack became members of the

Board of Representatives of TWE as of January 12, 2001 arid Messrs. Bewkes and Lognn became members of
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the Board of Representatives of TWE on July 18, 2002. The selection of TWE's Board of Representatives
prior to the completion of the TWE Restructuring is governed by the TAVE Partnership Agreement. Comcast,
through the Comcast Trusts, has elected not to appoint any representatives to the Board of Representatives of
TWE and ivill not do so prior to the completion of the T'rVE Restructuring. After the TWE Restructuring,
TWC Inc. , as the general partner of TWE, will manage the business aml affairs of T1VE. See "Description of
Certain Provisions of the TWE Partnership Agreement —Management and Operations of TAVE."
Mr. Parsons became a director of each AOLTW General Partner on February 1, 1995. Messrs. Bewkes and
Logan became directors of each AOLTW General Partner on July 31, 2002.

For a general discussion of the duties of the executive officers and representatives of TWE, see
"Description of Certain Provisions of the TWE Partnership Agreement —Management and Operalions of
TWE."

Name

Stephen M, Case

Director and/or
Representative of

TWE

Age

44

Principal Occupations or Positions
During the Past Phe Years

Chairman of the Board of TAVE and AOL Time
Warner since the consummation of the Merger.
Ivlr. Case has announced that he will step down
as Chairman of the Board of T'rVE and AOL
Time Warner in May 2003. A co-founder of
America Online, Mr. Case had been Chairman
of the Board of America Online from October
1995 and CEO of America Online from April
1993, having served in other executive positions
at America Online since 1985. Mr. Case is also
a director of AOL Time. Warner.

Richard D. Parsons. . . . . TAVE, WCI
and ATC

54 Chief Executive Oificer of TsVE and AOL Time
'rVarner since May 2002 and will also become
Chairman of the Board of TWE and AOL Time
Warner in May 2003; prior to May 2002, he was
Co-Chief Operating Officer of both companies
froin the consummation of the Merger. Prior to
the Merger, Mr. Parsons seas President of TJVE
and Time Warner from February 1995. He
served as a director of ATC, then an 82%-owned
subsidiary of Time JVarner, from 1989 until
1991 and is currently also a director of AOL
Time sVarner, Citigroup lnc. and Estee Lauder
Companies, inc.

Kenneth J, Novack . . TiVE 61 Vice Chairman of T'rVE and AOL Time Warner
since the consummation of the Merger; prior to
that, he served as Vice Chairman of America
Online from May 1998. Mr. Novack served as
Of Counsel to the Boston-based law firm of
Mintz, Levin, Coin, Ferris, Glovsky and Popeo,
PC after his retirement as a member of that firm
in August 1998 through March 2001.
Mr. Novack joined Minlz Levin in 1966 and
served on its executive committee from 1970
until his retirement. Mr. Novack is also a direc-
tor of AOI. Time Warner.
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Name

Jeflrey L. Bewkes . . . . . .

Don Logan. . .

Director and/or
Representatire of

TWE, WCI
and ATC

TWE, 'iVCI
and ATC

Age
Principal Occupations or Positions

During the Past Ptse Years

50 Chaimnan, Entertainment & Netivorks Group of
T'iVE and AOL Time Warner since July 2002;
prior to that, Mr. Bewkes served as Chief Exec-
utive Oflicer of the Iloine Box Oflice division of
TAVE from May 1995 and President and Chief
Operating Oflicer for the preceding five years.

59 Chairman, Media dc Communications Group of
TWE and AOL Time Warner since July 2002;
prior to that, Mr. Logan served as Chairman and

Chief Executive Oflicer of Time Inc. , AOL
Time 5Varner's publishing subsidiary, from Au-

gust 1994, and as its President and Chief Oper-
ating Officer from June 1992. Prior to that, he
held various executive positions with Southern
Progress Corporation, which ives acquired by

Time Inc. in 1985.

Executive Officers

Set forth below is thc name and age of' the executive officers of TWE and each of the AOLT'iV General

Partners, such person's present principal occupation or employment, the name of the corporation or other

organization in which such occupation or employment is conducted and the name and principal business of
any corporation or other organization in ivhich such person held a material position or office or engaged in a

matenal occupation or employment during the last five years and such position, office, occupation or

employment Mr. Parsons became an executive officer of the AOLTW General partners on February I, 1995.
The remaining executive oflichrs of TWE became executive officers of ATC as of January 12, 2001 and of
WCI as of February 2, 2001 or,

'

if later, on the date they became executive officers of T'iVE.

Principal Occupations or
Positions During the Past Pire YearsName

Stephen M. Case
Richard D. Parsons. . . . .
Kenneth J. Novack. . . . .
Jeffrey L. Bewkes. . . . . .
Don Logan

Paul T. Cappuccio . . . . .

44

54

61

50

59

See "—Representatives and Directors. "
See "—Representatives and Directors. "
See "—Representatives and Directors. "
See "—Representatives and Directors. "
See "—Representatives and Directors. "

41 Executive Vice President, General Counsel and Secretary of
TAVE and AOL Time Warner since the consummation of the

Merger; prior to that, he served as Senior Vice President and

General Counsel of America Online from August 1999. Before

joining America Online, from 1993 to 1999, Ivlr. Cappuccio was

a partner at the Washington, D.C. oflice of the law firm of
Kirkland 3'c Ellis. Mr. Cappuccio was also an Associate Deputy
Attorney General at the U.S. Department of Justice from 1991
to 1993.

Adolf DiBiasio. . . 61 Executive Vice President of Strategy and Investments of T5VE

and AOL Time 5Varner since iMay 2001; prior to that.

Mr. DiBiasio was a Senior Director at lvlcKinsey 8: Company,
management consultants, for more than 30 years.
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it ante Age

Patricia Fili-Krushel. . . . 49

Principal Occupations or
Positions During the Past Fire Years

Executive Vice President of Administration of TWE and AOL
Time Warner since July 2001; prior to that, she was Chief
Executive Officer of WebMD Health division of WebMD
Corporation, an Internet portal providing health inlormation and
service for the consumer, from April 2000 to July 2001 mid
President of ABC Television Netivork from July 1998 to April
2000. Prior to that, she ives President, ABC Daytime from 1993
to 1998.

Robert M. Kimmitt . . . . 55 Executive Vice President of Global & Strategic Policy of TWE
and AOL Time %Vomer since July 2001; prior to that, he was
Presideni and Vice Chairman of Commerce One, Inc, , an
electronic commerce company, from March 2000 to Junc 2001,
having served as Vice Chairman and Chief Operating Officer
from February 2000. Previously, Mr. Kimmitt was a partner in
the Washington, D.C.-based law firm of Wilmer, Cutler &
Pickering from 1997 to 2000. He had previously been managing
director at Lehman Brothers, an international financial services
firm, from 1993 to 1997. Mr. Kimmitt also served as the U.S.
Ambassador to Germany from 1991 to 1993.

Michael Lynton. .

Wayne H. Pace. .

43 Executive Vice President of TIVE and Execuflve Vice President
of AOL Time IVarner and President, AOL Time YVarner
International, since May 2002; prior to that, hdr. Lynton served
as President, AOL International, at America. Online. Prior to
joining America Online in 1999, Mr. Lynton ivas Chairman and
Chief Executive Olffcer of the Penguin Group of Pearson pic, an
international media company, beginning in September 1996.
Prior to his tenure at Pearson, Mr. Lynton held various executive
positions at the Walt Disney Company from 1987.

Executive Vice President and Chief Financial Officer of TWE
and AOL Time Warner since November 2001; prior to that, he
was Vice Chairman, Chief Financial and Administrative Officer
of TBS from Ivlarch 2001, having held other executive positions,
including Chief Financial Officer, at TBS since July 1993. Prior
to joimng TBS, Mr. Pace was an audit partner ivith Price
Waterhouse, noiv PricewaterhouseCoopers, an international
accounting flrm.

Compliance with Section 16(a) of the Exchange Act.

Not Applicable.

Item 11. Executive Coiupensarion

In 2002, the executive officers of TWE and the AOLTW General Partners were compensated by AOL
Time Warner for services provided in most cases to AOL Time %Yarner pursuani to employment agreements
with AOL Time Warner and received no additional compensation from TWE or any of the AOLTIV General
Partners. AOL Time Warner provided the services of such executive officers to TIVE and ivas reimbursed for
such services pursuant to arrangements set forth in the TWE Partnership Agreement. See Item 13 "Certain
Relationships and Related Transactions —Corporate Services. "Members of the Board of Representatives of
TWE and directors of the AOLTW General Partners are not additionally compensated for such activities.
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Kxecutire Compensation Summary Table

The following table presents information concerning total compensation paid to the two individuals who

served as Chief Executive Officer during 2002, each of the four most highly compensated executive oflicers of
AOL Time Warner and TWE ivho served in such capacities on December 31, 2002 and Mr. Pittman, who

served as an executive officer during 2002 (collectively, the "named executive officers"). Prior to the

consummation of the Merger on January I I, 2001 (the "Merger Date" ), certain of these executive officers

functioned as executive otficers of, and were compensated by, America Online or Time Warner, as the case

may be. Prior to the Ivterger, America Online's fiscal year ended on June 30. In connection with the Merger,
America Online changed its fiscal year to a calendar year. As a result, the compensation shown for

Messrs. Case, Novack and Pittman prior to 2001 is tha'. paid ivith respect to America Online's prior fiscal year
and the last six months of 2000 (the "Transition Period" ).All information related to common stock has been

adjusted to reflect the exchange ratios of conimon stock of Time Warner and America Online for common

stock of AOL Time Warn r ("AOL Time 3Varner Common Stock") in the Merger and AOL Time Warner's

assumption of the relevant America Online and Time sVarner stock-based benefit plans in connection ivith the

Merger.

SUMIVIARY COPvlPKNSATION TABLE

Annual Conrpensation
Long-Term

Coorpensation(10)

Name and Principal
Position Year

Seeuntres
Other Annual Underlying

Salary Bonus(8) Conrpensation(9) Options Awarded
All Other

Compensation(11)

Stephen M. Case(1). . . . . .
Chairman of the
Board

Richard D. Pamons(2) . . . .
Chief Executive

05cur

Kenneth J. Novack(3) . . . .
Vice Chairman

Jeffrey L. Bewkes(4) . . . . .
Chairman, Entertainment
gs Netivorks Group

Don Logan(5)
Chairman, Ivledia dt

Communications Group

Gerald M. Levin(6) . . . . . .
Former Chief
Executive 05cer

Robert $V. Pittman(7) . . . .
Former Chief
Operating 05cer

2002 $1,000,000
2001 1,000,000

T.p.s 383,333
2000 725,000

2002 $1,000,000
2001 1,000,000
2000 750,000

2002 $1,000,000
2001 1,000,000
T.P.* 258,333
2000 433,333

2002 $ 1,000,000

$0
0
0

1,125,000

0
0

6,000,000

$ 0
0

275,000
506,000

$5,000,000

$277,555

$178,980
166,597
146,535

$200,257
165,790

$86,560

2002 $1,000,000
2001 1,000,000
ZQOO I,OOO, OOO

2002 $ 769,230

2001 1,000,000
T.P.* 358,333
2000 683,334

$ 0
0

10,000,000

0
0

550,000
1,050,000

$285,058
237,602

226,620

$288,837

399,611
56,520

60,965

2002 $1,000,000 $5,000,000 $475,925

0

4,000,000

1,750,000
3,000,000

300,000
3,500,000

525,000

2,000,000
1,000,000

1,000,000

650,00Q

2,250

2,250

0
5,165

$85,183

77,913
476,935

$2,250
250

0

6,620

$61,297

0
4,000,000

750,000

210,000
3,500,000
1,500,000
2,500,000

$35,002
47,031

571,277

$2,250

504,736
0

810

650,000 $36,139

Transition Period —July I, 2000 through December 31, 2000

(I) Mr. Case became Chairman of the Board of AOL Time 3Varner on the Merger Date
served as Chairman of the Board and Chief Executive Officer of America Online.

Prior to that, he



(2) Mr. Parsons became Chief Executive Officer of AOL Time Warner on May 16, 2002, having served as
Co-Chief Operating Officer of AOL Time Warner from the Merger Date. Prior to that, he served as
President of Time Warner.

(3) Mr. Novack became Vice Chairman of AOL Time Warner on the lvlerger Date. Prior to that, he served
as Vice Chairman of America Online.

(4) Mr. Bewkes became Chairman, Entertainment & Netivorks Group of AOL Time Warner on July 18,
2002. Prior to that, Mr. Bewkes was Chief Executive Officer of AOL Time Warner's Home Box Office
division (not an executive officer of AOL Time Warner). The compensation shown in the table includes
compensation received from Home Box Office.

(5) Mr. Logan became Chairman, Me&lia & Communications Group of AOL Time Warner on July 18,
2002. Prior to that, Mr. Logan was Chairman and Chief Executive Officer of AOL Time Warner's Time
Inc. subsidiary (not an executive officer of AOI. Time VVarner). The compensation shown in the table
includes compensation received from Time Inc.

(6) Mr. Levin served as Chief Executive Officer of AOI. Time $Varner froin February 2000 until his
retirement from the position of' Chief Executive Officer in May 2002. He contimies to scree as an

employee in an advisory capacity. He served as Chairman of the Board and Chief Executive Officer of
Time Warner from January 1993 to the Merger Date.

(7) Mr. Pittman served as Co-Chief Operating Officer of AOL Time 'iVamer from the Merger Date and
served as Chief Operating Officer of AOL Time Warner I'rom May 16, 2002 until his resignation in July
2002. Prior to that, he served as President and Chief Operating Officer of America Online.

(8) One quarter of the stock option award of each named executive officer in 2001, other than

Messrs. Beivkes and Logan, ivas made in lieu of a cash bonus for 2002.

(9) In accordance with SEC rules, amounts totaling less than $50,000 have been oniitted. The amounts of
personal benefits shown in this column for 2002 that represent more than 25/o of the applicable
executive's total Other Annual Compensation include financial services ot $100,000 to each of
Messrs. Parsons, Novack, Levin and Pittman, $99,213 to Mr. Case and $39,186 to Mr. Beivkes;
transportation-related benehts of $178,342 to Mr. Case, $74,768 to Mr. Pai'sons, $47,374 to Mr. Beivkes,
$371,029 to Mr. Logan and $172,656 to lvlr. Levin; $50,880 to Mr. Novack for insurance coverage (see
Note 11(b)); and $167,192 to Mr. Pittman as reimbursement for the payment of taxes related to life
insurance coverage provided in 2001. For seciirity reasons, certain executive officers are subject to
mandated transportation procedures.

(10) None of the stock options reflected was aivarded with tan'dem stock appreciation rights. None of such
executive officers was awarded restricted stock during the relevant period and, as ot December 31, 2002,
no named executive officer held any such shares.

(11) Tlie amounts shoivn in this column for 2002 include the folloiving:

(a) Pursuant to the AOL Time Warner Savings Plan (tbe "Savings Plan" ), a defined contribution

plan available generally to employees of AOL Time Warner, for the 2002 plan year, each of the named
executive officers deferred a portion of his annual compensation and AOL Tinie Warner contributed

$2,000 for the first $3,000 so deferred by the executive ("Matching Contribution" ).These Matching
Contribution ivere invested under the Savings Plan in an AOL Time $Yarner Common Stock fund.

(b) AOL Time VVarner maintains a program of life and disability insurance generally available to
all salaried employees on the same basis. This group term life insurance coverage was reiluced to
$50,000 for each of Messrs. Parsons, Novack, Logan and Levin, ivho were given a cash payment equal to
the cost of replacing such reduced coverage under a voluntary group program available to employees
generally. Such paynients are included in the "Other Annual Compensation" column. In addition,
during 2002, AOL Tiine Warner maintained for certain members of senior inanagement, including the
named executive officers, certain supplemental life insurance benefits and paid preniiums for this

supplmnental coverage of apprordmately $250 each. AOL Time Warner also maintained split-dollar lil'e

insurance policies on the lives of tVIessrs. Parsons, Beivkes. Logan and Levin and paid the I'olloiving
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amounts allocated to the term portion of the split-dollar coverage for 2002: Mr. Parsons, $5,242;
Mr. Bewkes, $3,227; Mr. Logan, $4,811:and Mr. Levin, $25,846, The actuarial equivalert of the value

of the premiums paid by AOL Time Warner for 2002 based on certain assumptions regarding interest
rates and periods of coverage are: Mr. Parsons, $82,933; Mr. Bewkes, $59,047; Mr. Logan, $33,889; and

Mr. Levin, $32,752. The premium on one of two policies for Mr. Logan was not paid in 2002 pursuant to
an extended grace period. It is anticipated that AOL Time Warner will recover the net after-tax cost of
the premiums on these policies or the cash surrender value thereof. For a description of life insurance
coverage for certain executive officers provided pursuant to the terms of their employment agreements,
see "Employment Arrangements. "

Stock Option Grants During 2002'

The following table sets forth certain information with respect to employee options to purchase shares of
AOL Time )Varner Common Stock ("options") awarded during 2002 to the named executive officers. All

such options were nonqualified options. No stock appreciation rights, alone or in tandem with such stock
options, were awarded in 2002.

STOCK OPTION GRANTS IN 2002

Indmdual Grants(1)

Name

Number of
Securities

Underlying
Options
Granted

Percent of
Total

Options
Granted tu
Employees

ln 2002

Exercise
or Base

Pncc($/sh)
Explcatlan

Date

Grant Dale
Present

Value(2)

Stephen M. Case

Richard D. Parsons . .
Kenneth J. Novack . .
Jefi'rey L. Bewkes. . .

Don Logan. . .

Gerald M. Levin. . . .
Robert W. Pittman . .

0
300,000

0
500,000

150,000
500,000

150,000
0

210,000

.3%

.4%

.1%

.4%

.1%

.2%

$18.88 5/15/12 $2,141,678

$26.65

$12 46

$26.65

$12 46

2/14/12
7/17/12
2/14/12
7/17/12

$5,099,513

706,714

$5,099,513

706,714

$18.88 5/15/12 $1,499,174

(1) Options for executive officers have been avvarded pursuant to plans approved by the stockholders, except
for the awards made to Messrs. Bewkes and Logan in February 2002 before they became executive
officers of AOL Time Warner. The terms are governed by the plans and the recipient's option agreement.
The option exercise price is the fair market value of AOL Time Warner Common Stock on the date of
grant. The options shown in the table become exercisable in installments of 25/u on the first four
anniversaries of the date of grant, subject to acceleration upon the occurrence of certain events. Payment
of the exercise price of an option may be made in cash and/or full shares of AOL Time Warner Common
Stock already owned by the holder of the option. The payment of withholding taxes due upon exercise of
an opiion may generally be made in cash and/or full shares of AOL Time Warner Common Stock.

(2) These amounts represent the estimated present value of stock options at the respective date of grant,
calculated using the Black-Scholes option pricing model, based upon the following assumptions used in
developing the grant valuations: an expected volatility of 52 9%a based on the historical volatility of AOL
'fime Warner Common Stock; an expected tenrc to exercise of .47 years after vesting; a risk-free rate of
return of 4.20%a for the first awards listed for Messrs. Bewkes and Logan and 3.70% for the other awards;
snd a dividend yield of 0%. The actual value of the options, il' any, realized by an oificer vvill depend on

the extent to which the market value of the AOL Time IVamer Common Stock exceeds the exercise
price of the option on the date the option is exercised. Consequently, there is no assurance that the value
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realized by an ollicer will be at or near the value estimated above. These amounts should not be used to
predict stock performance.

Option Exercises and Values in 2002

The following table sets forih as to each of the named executive officers information on option exercises
during 2002 and the status of his options on December 31, 2002: (i) the number of shares of AOL Time
Warner Common Stock underlying options exercised during 2002; (ii) the aggregate dollar value realized

upon exercise of such options; (iii) the total number of shares of AOL Time Warner Common Stock
underlying exercisable and nonexcrcisable stock options held on December 31, 2002; and (iv) the aggregate
dollar value of in-the-money exercisable and nonexercisable stock options on December 31,2002. The number

of shares covered and the option exercise prices have been adjusted to reflect the exchange ratios of common

stock of America Online and Time Warner for AOL Time Warner Common Stock on the Merger Date and

AOL Time Warner's assumption on the Merger Dale of the option plans and agreements under which the

options secre awarded,

Name

Stephen M. Case(1) .
Richard D. Parsons . .
Kenneth J. Novack . .
Jeffrey L. Bevrkes. . . .
Don Logan(3)
Gerald M. Levin(1) . .
Robert VV. Pittman(4)

AGGREGATE OPTION EXERCISES DURING 2002
and

OPTION VAI UKS ON DECEMBER 31, 2002

Dollar Value ofNumber of
Sll.S ares Number of Shares Vndertring Unexercised

r Unexercised Options on In-tire-ihlonerUndertrtng Dolls I slue
12/31/Q2(5) 0 tions on 12/31/02*(5)Options Realized on p iona on

Exercised Exercise Exercisable Nonexerclsable Exercisable Nonexercisable

909,108 $25,225,474 18,765,592 3,875,000 $99,381,574 $0
$ — 3,600,003 3,099,997 $246,000 $0

48,000 $1,089,480 5,663,000(2) 2,000,000 $6,025,990(2) $0
2,927,093 2,462,499 $1,564,255 $96,000

2,972,500 1,812,500 $159,496 $96,000

1,500,000 $19,910,000 8,816,254 3,249,997 $3,772,800 $0
1,500,000 $20,646,750 17,377,255 — $66,074,321 $0

Calculated using the fair market value of $13.10 per share of AOL Time Warner Common Stock on

December 31, 2002 minus the option exercise price.

(1) The options exercised by each of Messrs. Case and I.evin would have expired in 2003. In connection vrith

the exercise of these options, Mr. Levin used AOL Time Warner Common Stock to pay the taxes due

and retained the remainder of the shares receioed upon exercise and Mr. Case retained, and continues to
hold, all of the shares received upon exercise.

(2) Includes 855,812 exercisable options that Mr. Novack transferred to grantor retained annuity trusts for
the benefit of members of his family. At December 31, 2002, these options had a value of $!,150,813.

(3) Includes 144,996 exercisable options that Mr. Logan transferred to a family-owned limited partnership.
At December 31, 2002, these cptions had a value of $159,496.

(4) All of the options exercised by Mr. Pittman were held by a fanuly-owned limited partnership. His year-
end holdings include 797,255 exercisable options that Mr. Pittman transferred to a family-owned limited

partnership. At December 31, 2002, these options had a value of $9,169,121.

(5) All options awarded prior to 2000 held by Messrs. Parsons, Bewkes, Logan and Levin became
immediately exercisable in full upon the approval by Time 'rVarner's board of directors of the Merger on

January 9, 2000. All options awarded prior to 2000 held by Messrs. Case and Novack became
immediately exercisable in full on the Merger Date and all sttch options held by Mr. Pittman became
immediately exercisable on the first anniversary of the Ivlerger Date. All options awarded to Mr. Pittman
in or after 2000 became immediately exercisable in full in September 2002.



. The option exercise price of al! the options held by the named executive officers is the fair market value of
the AOI, Time IVarner Common Stock on the date of grant except I'or (I) half of the regular annual options
aivarded to Messrs, Parsons and Levin in 1996 through 2000, half of the options awarded to each of the named
executive officers, except Messrs. Beivkes and Logan, in 2001 and 1,500;000 of Mr. Levin. 's options awarded in
1993,half of ivhich have an exercise price 25% above the fair market value of the common stock on the date of
grant and the other half of ivhich have an exercise price 50% above such fair market value and (2) options
awarded to Messrk Case and Pittman in 1997 which have an exercise price 30% above the fair market value of
the common stock on' the date of grant. All such nonqualiTied options permit a'portion of each award to be
transferred by gift'ilirectly or indirectly to mmnbers of the bolder's immediate. family. The stock option
agreeinents may permit optionees to defer receipt of the shares of AOL Time Wainer Common Stock
receivable upon exerbise of options governed by such stock option agreeinents to a future date elected by the
optionee, thereby deferring the recognition of income by the optionee (and AOL Time 'iVamer's tax
deduction) until such future date. During the deferral period, the shares are not outstanding, do not vote and
do not pay dividends; however, AOL Time Warner has agreed to pay the optionee dividend equivalents during
the deferral period, to the extent dividends are paid.

The options held by the nained executive officers remain exercisable for three months to five years in the
event their employment is terminated ivithout cause or as a result of AOL Time Warner's breach of an
employment agreement. For some executive officers, some of their options remain exercisable for the full term
of the options if their eiiffiloyment is terminated for any reason other than for cause, including death.
Otherwise, options may generally be exercised for one or three years after death or total disability (depending
on their date of grant)' and some options may be exercised for five years after retirement. All options terminate
either immediately' or one month after the holder's eniployment is terminated for cause. The terms of the
options shoivn in the chart are generally ten years, although 960,000 options held by Mr. Levin and 188,592
options held by Mr. Beivkes have a term of 15 years from the date of their award in 1989.

Employment Arrangements

AOL Time %Vainer is a party to employment agreements ivith Messrs. Parsons, Novack, Bewkes, Logan
and Levin. The expiration dates of these agreements are: Mr. Parsons —January 31, 2005; Mr. Novack-
Deceniber 31, 2003; Ivlr. Bewkes —December 31, 2003; Mr. Logan —December 31, 2004; and iMr. Levin—
December 31, 2005. AOI. Time Warner also ivas a party to an employment agreement with Mr. Pittman that
did not have a fixed term.

Among other things, the agreements ivith Messrs. Parsons and Novack each provide for a fixed term of
employment in a specified executive post; minimum annual salary of $1 million and participation in AOL
Time IVarner stock option and other compensation and benefit plans, including $50,000 of group tenn life
insurance. These agreements do not provide for the payment of an annual cash bonus. The agreements with
Messrs. Bewkes and Logan ivere entered into ivith the divisions for which they served as Chairinan and Chief
Fxecutive Officer prior to tlieir election as executive officers of AOL Time IVarner in July 2002. These
agreements, ivhich have been assumed by AOL Time Warner, provide for a minimum annual salary of
$1 million, an annual cash bonus of not less than $2.75 million with respect to Ivlr. Bewkes and a discretionary
cash bonus in a target amount of $3 million ivith respect to Mr. Logan, and participation in AOL Time
IVarner stock option and other compensation and benefit plans, including group life insurance. In addition, the
agreements with Messrs. Parsons, Bewkes, Logan and Levin provide for (I) life insurance benefits in the
amount of $5 million, $4 million, $4 million and $6 inillion, respectively, to be provided by split-dollar policies
for the life of the executive under which AOL Time IVarner recovers an amount equal to the net after-tax cost
of the premiums paid by AOL Time IVarner or the policies' cash surrender value, (2) for Messrs. Parsons and
Levin, a cash payment equal to the premium for coverage under a Group Universal Life ("GUL") insurance
prograni made available by AOL Time Warner in an amount equal to tivice the executive's salary, minus
$50,000 and (3) for I lr. Logan, a cash payment equal to tive tiines the premium he would have to pay to
obtain life insurance under AOL Time Warner's GUL insurance program in an amount equal to tivice his
salary. Ivlr. Novack's agreement provides for a cash payment equal to tivo times the prenuum for $4 million of
GUI insurance coverage.



The agreements with Messrs. Parsons, Novack, Beivkes, Logan and Levin include a narrow definition of

the "cause" for which an executive's employment may be terminated and in that event, the executive will only

receive earned and unpaid base salary accrued through such date of termination,

These agreements provide that in the event of AOL Time Warner's material breach or termination of the

executive's employment without cause, the executive ivill be entitled to elect either (a) to receive a lump-sum

payment equal to the present value of the compensation otherwise payable during the remaining portion of the

executive's term of employment or a specified minimum period of time if less than such remains in the term of

the agreement or (b) to remain an employee of AOL Time Warner through the end of such period and,

ivithout having to perform any services, receive such compensation as if there had been no breach or

termination. These executives are not required to mitigate damages after such a termination, other than as

necessary to prevent AOL Time Warner from losing any tax deductions to ivhich it otherwise ivould have been

entitled for any payments deemed to be "contingent on a change" of control under the Internal Revenue Code.

These agreements also provide that in the event of AOL Time 'iVarner's material breach or ter'mination of the

executive's employment without cause, a portion or all of the unvested stock options granted to such executive

will vest and vested stock options v, ill remain exercisable for a period of time longer than would generally

apply to stock options awarded by AOL Time Warner.

Mr. Parsons' agreement allows him, effective on or after January 1, 2002 and with not less than six

months' prior notice to AOL Time 'iVarner, to terminate his executive position and become an advisor to AOL

Time Warner for the remainder of the agreement term. In that case his advisory compensation ivould be equal

to $500,000 per year.

Mr. Logan's agreement allows him to elect in September 2003 to terminate his active employment with

AOL Time Warner efiective as of January I, 2004 and become an advisor to AOL Time Warner through

June 30, 2007 at an annual salary equal to $1.25 million, but with no bonus. If he remains ivith AOL Time

Warner through the December 31, 2004 term of the agreement, Mr. Logan can elect to become an advisor to

AOL Time Warner thereafter through December 31, 2009 at an annual salary equal to $1.25 million.

Mr. Bewkes' agreement also provides that if he and AOL Time IVarner have not reached written

agreement regarding his employment with AOL Time Warner by the end of the term, then Mr. Bewkes may

elect to (a) leave AOL Time Warner with a lump sum payment in exchange for additional limits on his ability

to accept employment with competitors of AOL Time Warner following his departure, (b) leave AOL Time

3Varner without a lump sum payment and iifithout being subject to such additional limits on his ability to

compete with AOL Time 3Varner, or (c) remain an employee of AOL Time 'iVarner for an additional 6 or

12 months.

If Messrs. Parsons, Novack, Bewkes, Logan or Levin should become disabled during the term of his

employment agreement, the executive will receive full salary for six months and then 75% thereof through the

end of the employment term. Any such payments will be reduced by amounts received from $Vorker's

Compensation, Social Security and disability insurance policies maintained by AOL Time Warner.

If an executive dies during the term of an employment agreement, the executive's beneficiaries ivill

receive the executive's earned and unpaid salary to the last day of the month in which the death occurs.

Mr. Levin's agreement alloived him, effective on or after May I, 2002 and ivith not less than five months'

prior notice to AOL Time 'iVarner, to terminate his position as Chief Executive Officer and become an advisor

to AOL Time IVamer through December 31, 2005. His advisory compensation will be $1 million per year,

which was equal to his annual salary. Mr. Levin delivered this notice to AOL Time Warner in December

2001, stepped doivn as Chief Executive Oflicer in May 2002 and is currently serving as an advisor to AOL

Time tVarner.

In October 1996, America Online entered into an employment agreement ivith Mr. Pittinan which did

not have a fixed term and ivhich AOL Time Warner assumed. This agreement provided that, in the event

Mr. Pittman's employment agreement ivere terminated under certain circumstances, including by him for a

good reason or by AOL Time Warner other than for cause, he would becoine a consultant of AOL Time

'iVarner for a term of tivo years. subject to the terms and conditions of a consulting agreement. Pursuant to the
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terms of this agreement, Mr. Pittman will be a consultant to AOL Time Warner for the two years ending

September 30, 2004. As part of an agreement entered into in connection ivith his departure, Mr. Pittman

agreed to foiego the $1 million annual consulting fee he ivould have received under the consulting agreement

aml AOL Time Warner agreed that stock options granted to him after September I, 1998 will remain

exercisable through September 30, 2007. Mr. pittman is subject to the terms of a confidentiality/non-

competition/proprietary rights agreement that remains in effect for the term of the consulting agreement.

In addition, prior to 2001, pursuant to their employment agreements then in place, Time Warner made

contributions fer each of Messrs. Parsons, Beivkes, Logan and Levin to separate non-current compensation

accounts in a grantor trust or under its deferred compensation plan. Effective beginning January 2001, AOL
Time ';Varner terminated these contributions, but existing accounts will continue to be invested and paid out

folloiving termination of employment in accordance ivith their terms.

Time %Vainer Pension Plan —AOLTIV

The Time Warner Employees' Pension Plan, as amended (the "Old Pension Plan" ), which provides

benefits to eligible employees, including otficers, of AOL Time Warner and certain of its subsidiaries, was

amended efiective as of Jammry 1, 2000, as described below, and was renamed and assumed by AOL' Time

Warner in connection with the Merger (the "Amended Pension Plan" and, together with the Old Pension

Plan, the "Pension Plans" ). Because of certain grandfathering provisions, the benefit of' participants with a
ininimum of ten years of benefit service whose age and years of benefit service equal or exceed 65 years as of

January 1, 2000, including lvlessrs. Bcivkes and I.evin, ivill be determined under either the provisions of the

Old Pension Plan or the Amended Pension Plan, whichever produces the greater benefit.

Under the Amended Pension Plan, a participant accrues benefits equal to the sum of 1.25% of a
participant's average annual compensation (defined as the highest average annual compensation for any five

consecutive full calendar years of employment, ivhich includes regular salary, overtime and shift differential

payments, and nonideferred bonuses paid according to a regular program) not in excess of his covered

compensation up to the applicable average Social Security wage base and 1.67% of his average annual

compensation in excess of such covered compensation multiplied by his years of benefit service (not in excess

of 30 .0). Compensation for purposes of calculating average annual compensation under the Pension Plans is

limited to $200,000 per year for 1988 through 1993,$150,000 per year for 1994 through 2001 and $200,000 per

year for 2002 and thereafter (each subject to adjustments provided in the Internal Revenue Code of 1986, as

amended). Eligible employees become vested in all benefits under the Pension Plans on the earlier of five

years of service or certain other events.

Under thc Old Pension Plan, a participant accrues benefits on the basis of I'/s% of the average annual

compensation (defined as the highest average annual compensation for any five consecutive full and partial

calendar years of einployment, which includes regular salary, overtime and shift differential payments, and

non-deferred bonuses paid according to a regular program) for each year of 'service up to 30 years and '/i% for

each year of service over 30. Annual pension benefits under the Old Pension Plan are reduced by a Social
Security offset determined by a formula that takes into account benefit service up to 35 years, covered

compensation up to the average Social Security wage base and a disparity 1'actor based on the age at which

Social Security benefits are payable (the "Social Security Ofiset"). Under both of the Pension Plans, the

pension benefit of participants on December 31, 1977 in the former Time Employees' Profit-Sharing Savings

Plan (the "Profit Sharing Plan" ) is further reduced by a fixed amount attributable to a portiori of the employer

contributions and investment earnings credited to such employees' account balances in the Profit Sharing Plan

as of such date (the "Profit Sharing Plan Olfset").

Under the Amended Pension Plan, employees who are at least 62 years old and have completed at least

ten years of service may elect early retirement and receive the full amount of their annual pension. Under the

0 Pension Plan, employees ivho are at least 60 years old and have completed at least ten years of serviceOld Pe
may elect early retirement and receive the full ainount of their annual pension ("early retirement"). An early

retireincnt supplement is payable to an employee terminating employment at age 55 and before age 60, after

20 years of service, equal to the actuarial equivalent of such person's accrued benefit, or, if greater, an annual



antount'equal to the lesser of 35% of such person's average compiuisation determmed under the. Old Pension

Plan or such person's accrued benefi at age 60 plus Social Semirity benefits at age 65. The supplement ceases
when the regular pension commences at age 60.

Federal law limits both the amount of compensation that is eligible for the calculation of benefits and the
amount of benefit derived I'rom employer contributions that may be paid to participants under both of the
Pension Plans. Hoivever, as permitted by the Employee Retirement Income Security Act of 1974, as amended
("ERISA"), AOL Time Warner has adopted the Time Warner Excess Benefit Pension Plan —AOLTW
(the "Excess Plan" ).The Excess Plan provides for payments by AOL Time Warner of certain amounts which

employee. . of AOL Time Warner would have received under the Pension Plans if eligible compensation were
limited to $250,000 in 1994 (increased 5'yo per year thereafter, to a maximum of $350,000) and there were no

payment restrictions. For purposes of the Excess Plan, the $200,000 limit (as indexed for years after 1989) on

eligible compensation will only apply to compensation received in 1988 through 1993; the $250,000 fimit (as
adjusted) will apply to compensation received in 1994 and thereafter.

Highest Consecutive
Fhe Year Average Compensation

The following table shows the estiniated annual pension payable upon retirement to employees in

specified remuneration and years-of-service classific tions under the Amended Pension Plan. The amount of
the estimated annual pension is based upon a pension formula ivhich applies to all participants in both the
Amended Pension Plan and the Excess Plan. The amounts shown in the table do not reflect the efi'ect of the
previously-described Profit Sharing Plan Offset. The estimated amounts are based on the assumption' that
payments under the Amended Pension Plan ivill commence upon normal retirement (generally age 65) or
early retirement, tha! the Amended Pension Plan will continue in force in its present form, that the maximum

compensation is $350,000 and that no joint and survivor annuity wi!I be payable (which ivould on an actuarial
basis reduce benetits to the employee but provide benefits to a surviving beneficiary). Amounts calculated
under the pension formula which exceed ERISA limits will be paid under the Excess Plan from AOL Time
Warner's assets and are included in the amounts shown in the following table.

Estimated Xnnuat Pension for Years of Benefit Sewiee

io is 26 25 30

$200,000. . .
250,000.
300,000. . .

350,000. . .
400,000. . .

$31,553 $47,330 $63,107

39,903 59,855 79,807

48,253 72,380 96,507

56,603 84,905 113,207

56,603 84,905 113,207

$78,883 $94,660

99,758 119,710

120,633 144,760

141,508 169,810
141,508 169,810

The amount of covered compensation that ivould bc considered in the determination of the highest five

consecutive fufi or partial years of compensation under the Pension Plans and the Excess Plan for each of
Messrs. Case, Parsons, Novack, Beivkes, Logan and Levin is limited as a result of the imposition of the
limitations on eligible compensation. However, because combined payments under the Pension Plans and the
Excess Plan are based on the highest average annual compensation for any five consecutive full or partial
calendar years of employment (taking into account the compensation limits only for 1988 and thereafter), the
compensation used for deterniining benefits under such Plans for Mr. Levin (and employees who participated
in the Pension Plan prior to 1988) will include eligible compensation in years prior to 1988 which exceeded
these limits. The estimated annual benefits payable under the Amended Pension Plan and the Excess Plan, as
of February I, 2003, would be based on average compensation of $350,000 for Mr. Case; $331,394 for
Mr. Parsons; $350,000 for Mr. Novack; $331,394 for Mr. Bewkes; $331,394 for Mr, Logan; and $729,248 for
Mr. Levin, ivith 2.1, 8.2, 2.1, 22.9, 32.8 and 30.8 years of benefit service, respectively. In addition, pursuant to
his employment agreement, Mr. Parsons ivill be entitled to receive supplemental payments from AOL Time
Warner that ivill achieve a total retirement benefit equal to what he would have received if he had five

additional years of benefit service under the Amended Pension Plan. Ivlr. Pittman is not eligiMe to participate
in the Pension Plans, However, as a result of lVIr. Pittman's previous employment by Time Warner, at age 65,
he is entitled to start receiving an annual benefit of $21,978 under the Amended Pension Plan and the Excess
Plan. The estimated arnual pension payable to each Mr. Levin and Ivlr. Beivkes under the Old Pension Plan
and the Excess Plan upon retirement based on tl!e indicated remuneration and years of service would be



$361,891'and $177,302, respectively. These amounts are greater than the estimated annual benefit payable
under the Amended Pension Plan and the Excess Plan.

Item 12. Secnrity Ownership of Certain Beneftcinl Owners nnd ltfnnngernertr

Ownership by Partners of TIVE

The table below sets forth, as of March 15, 2003, the pro rata priority capital and residual equity Interests
of each AOLTW General Partner and each Limited Partner in TWE. Subsidiaries of AOL Time Warner and

the AOLTVV General Partners collectively own 72.36% of the pro rata priority capital and residual equity
capital and 100/o of the priority capital interests junior to the pro rata priority capital interests. Each AOLTW
General Partner is a direct or indirect wholly owned subsidiary of AOL Time IVarner. The TAVE Holdings
Trusts are Delaivare statutory trusts all of the beneficial interests of ivhich are held indirectly by Comcast
Corporation.

'

Restduut
Equity
Interest

AOL Time 'iVarner General Partners

American Television and Communications Corporation

Warner Communications Inc.

Liniited Partners

TWE Holdings I Trust

TVVE Holdings III Trust.

30A8%

41.88'/o

2.86%o

24.78%

100.00%

The address of the principal executive offices of each of the companies listed above is as follows: Warner
Communications Inca 75 Rockefeller Plaza, Nev: York, New York 10019; American Television and
Communications Corporation: 290 Harbor Drive, Stamford, Connecticut 06902; and TWE Holdings Trusts,
c/o Edith H. Holiday, Operating Trustee, 801 West Street, 2nd Floor, Wilmington, Delaware 19801.
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Security Ownership of Certain Beneficial Owners

Set forth beloiv is the name, address, stock ownership and voting power of each person or group of
persons known by TWE to oivn beneficially securities of AOL Time Warner 1!aving inure than 59o of the
voting power of any class of AOL Time Warner's voting securities and, unless otherwise indicated, is based on
information provided to AOL Time sVarner as of January 31, 2003 by the beneficial owner. Subsidiaries of
AOL Time Warner collectively oivn 72.36% of the pra rata priority capilal and residual equity partnership
interests in TWE.

tdame and Address of Beneficial Owner'

Sliares
of Stock

Benea" ialif
aimed

Percent of
Chase

Percent of
Voting
Po'rr r

AOL Time Warner Common Stock
Capital Research and Management Company(1) .

333 South Elope Street
Los Angeles, CA 90071

FMR Corp. (2)
82 Devonshire Street
Boston, MA 02109

AOL Time 'iVarner Series LMCN-V Stock
Liberty Media Corporation(3). . . . . . . . . . . . . . . . .

12300 Liberty Boulevard

Englewood, CO 80112

305,020,820 7.1%o 7.1%

171,185,826 100.0

217,653,377 5.0 5.0

Less than 1%

(1) Beneficial ownership is as of December 31, 2002. Capital Research and Management Company, an

investment adviser, has filed with the SEC a statemenl on Schedule 13G dated February 10, 2003 to the
efi'ect that (a) it (directly or indirectly) lies sole dispositive power over all these shares, (b) it has voting
power over none of these shares and (c) all of the reported shares are held for the benefil af its clients.

(2) Beneficial oivnership is as of' December 31, 2002. FMR Corp. , a holding company, has filed with the SEC
a statement on Schedule 13G dated February 14, 2003 to the efiect that (a) it (directly or indirectly) has
sole dispositive poiver over al! these shares, (b) it has sole voting power over 15,315,805 of these shares
and no shared voting power, (c) these shares are held principally by Fidelity Management gc Research
Company, a v, holly-owned investment adviser, (d) the shares of AOL Time Warner Common Stack
reported as beneficially oivned include 114,926 shares of AOL Time Warner Common Stack reported as
issuable upon the conversion of $19,700,000 principal amount af 3% Convertible Subordinated Notes due
2019 of America Online and 1,311,440 shares of AOL Time Warner Common Stock issuable upon
conversion of securities of other issuers (these shares have been excluded from the calculation of voting

poiver), (e) these shares are, for the most part, held by investment companies and institutional accounts
managed by subsidiaries of FMR Corp, and (f) the family of Edward C. Jolmson 3d, including
Mr. J'ohnson, the Chairman of FMR Corp. , and his daughter Abigail Johnson, a director, and trusts for
the family members' benefit may be deemcu to form a controlling group ivith respect to FMR Carp.

(3) Consists of shares beneficially awned by Liberty Media Corporation through its direct and indirect
subsidiaries. Under certain circumstances, each share of Series LMCN-V Stock is convertible into one
share of AOL Time Warner Common Stock; such circumstances are not currently present. Each share af
Series LMCN-V Stool currently has 1!100 of a vote ivith respect to the election of directors and class
voting rights on limited other matters.

Security Ownership of Management

The following table sets forth as ot January 31, 2003 information concerning the beneficial oivnership of
AOL Time 5Varner Common Stock for each current representative of TAVE and each current member of the
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board of directors of one or more of the AOLTW General Partners, each of the persons named in the

Summary Compensation Table above and for all current representatives, directors and executive officers of
TWE and the AOLT'rV General Partners as a group.

Comnron Stock Benelicialty Oaned(1)
Number of Option Percent of

Name Shares Shares(2) Class

Jeffrey L. Beivkcs(8)

Stephen Ivl. Case(3) (8)
Gerald Ivl. Levin(4)

Don Logan(8)

Kenneth J. Novack(5) (8) .

Richard D. Parsons(6)(8) .
Robert W. Pittman(7)

All current representatives, directors and executive oflicers
(11 persons) as a group(2), (3),(5),(6),(8)

24,825

12,471,741

165,010

59,664

4,840

38,435

15,309

3,739,592

19,765,592

8,566,251

3,585,000

6, 163,000

4,650,000

16,377,255

12,658,818 43, 183,790 1.3/o

Represents beneficial ownership of less than one percent of the issued and outstanding AOL Time
Warner Common Stock on January 31, 2003.

(I) Beneficial oivnership as reported in the above table has been determined in accordance with Rule 13d-3

of the Securities Exchange Act of 1934. Unless otherwise indicated, beneficial oivnership represents both

sole voting and sole investment power. This table does not include, unless otherwise indicated, any shares

of AOL Time )Varner Common Stock or other equity securities of AOL Time (Varner which may be

held by pension and profit-sharing plans of other corporations or endowment funds of educational and

charitable institutions for which various representatives, directors and officers serve as director or
trustees. As of January 31, 2003, the only equity securities of AOL Time Warner beneficially oivned by

the named persons or group were shares of AOL Time Warner Common Stock and options to purchase

AOL Time Warner Common Stock.

(2) Reflects shares of AOL Time Warner Common Stock subject to options to purchase AOL Time Warner

Common Stock issued by AOL Time 'iVarner which, on January 31, 2003, ivere unexercised but ivere

exercisable on or within 60 days after that date. These shares are excluded from the column headed
"Number of Shares. " 144,996 of the stock options shoivn for Mr. Logan have been transferred to a

limited partnership owned by members of his family and 211,700 of the stock options shown for

Mr. Novack have been transferred to grantor retained annuity trusts for the benefit of members of his

family.

(3) Includes 243,752 shares of AOL Time Warner Common Stock held by lvfr. Case's wife and

1,199,550 shares of AOL Time Warner Coinmon Stock held by the Stephen M. Case Foundation.

Ivlr. Case and his ivife are the sole directors of this Foundation but do not exercise day-to-day investment

authority. Mr. Case disclaims beneficial ownership of shares held by bis wife and the Stephen lvl. Case
Foundation.

(4) Includes 45,000 shares of AOL Time Warner Common Stock held by Mr. Levin's ivife and approxi-

mately 33,877 shares of AOL Time 5Vamer Common Stock held by a trust under the AOL Time Warner

Savings Plan for his benefit. Mr. Levin disclaims beneficial ownership of shares held by his wife.

(5) Includes 375 shares of AOL Time %Yarner Common Stock held by an irrevocable trust for the benefit of
Mr. Novack's children, one of ivhom is a minor, and 525 shares of AOL Time Warner Common Stock
held by the Novack Family Foundation of which IVir. Novack and his ivifc are tivo of nine trustees.

Mr. i4ovack disclaims beneficial ownership of shares field by the trust and the Novack Family
Foundation.

(6) Includes 200 shares of AOL Time Warner Common Stock held by Mr. Parsons' ivife and 2,000 shares of
AOL Time IVarner Common Stock held by The Parsons Family Foundation, Inc. of ivhich Ivtr. Parsons



is one of six directors, Mr. Parsons disclaims beneficial ownership of shares held by his ivifc and The
Parsons Family Foundation, Inc.

(7) Includes 1,920 shares of AOL' Time 'iVamer Common Stock held by the Pittman Family Foundation of
which Mr. Pittman and his wife are the sole trustees and approximately 106 shares of AOL Time Warner

Common Stock held by a tmst under the AOL Time Warner Savings Plan for his benefit. Mr. Pittman

disclaims beneficial ownership of the shares held by the Pittman Family Foundation.

{g) Includes (a) an aggregate of approximately 42,720 shares of AOL Time Warner Common Stock held by
a trust under the AOL Time Warner Savings Plan for the benefit of cunent directors and executive
otficers of AOL Time Warner (including 462 shares for Mr. Case, 24,825 shares for Mr. Bewkes,

14,529 shares for iilr. Logan', 417 shares for Mr. Novack, and 946 shares for Mr. Parsons), (b) an

aggregate of 243,952 shares of AOL Time 'iVarner Common Stock beneficiafiy owned by certain relatives

of such persons and (c) an aggregate of 356,696 stock options that have been transferred to entities for
the benefit of relatives of such persons.

Item 13. Certain Jfelntiorrsfrips urrd Aelrrrerf IDvrriirrcriorrs

Corporate Services

AOL Time IVarner provides TWE with corporate support services and fa'cfiities (including, without

limitation, internal accounting, financial, tax, legal and similar administrative and other services) as may be
necessary or appropriate for TIVE to conduct the businesses that were contributed to TWE in the nianner that
such businesses were conducted by Time Warner and its'subsidiaries prior to th" capitalization of TWE on
June 30, 1992 (the "TWE Capitalization" ). As compensation and reimbursement for the cost of providing
such services and facilities, T'iVE paid AOL Time Warner fees in the amount of $105 million, $77 million and

$74 million in 2002, 2001 and 2000, respectively.

Option Reimbursement

Upon the exercise of options to purchase securities of AOL Time Warner by any office or other
employee of TWE or of any "strategic venture" of T'iVE, including, ivithout limitation, IVaruer Japan, or of
AOL Time IVarner or any of its subsidiaries who in such capacity performs substantially all of his or her duties
on behalf of TWE or any siich "strategic venture, " TIVE or such "strategic venture" must reimburse AOL
Time Warner for the amount by which the market price of such securities on the exercise date exceeds the
exercise price, or ivith respect to options granted prior to the TWE Capitalization, the greater of the exercise
price and the market price of such securities as of the TWE Capitalization {such reimbursement is hereinafter
called a "Stock Option Distribution" ).At December 31, 2002, TWE had accrued $8 million of Stock Option
Distributions payable to AOL Time IVarner. Such amount, ivhich is not payable nntil the underlying options
are exercised and then only subject to limitations on cash distributions in accordance with the TIVE credit
agreement, udll be adjusted in subsequent accounting periods based on changes in the quoted market prices for
the underlying securities. Such amount would increase (decrease) by approximately $54 nfillion for each one
dollar increase (decrease) in the closing price of AOL Time Warner AOL Time 'iVarner Common Stock, See
Notes 10 and ll to the TWE consolidated financial statements included herein.

%Vainer Japan Distribution Agreements

Concurrently with the closing of the Warner Japan tran. action, TWE and Warner Japan entered into
distribution and merchandising agreements pursuant to ivhich TWE granted to Warner Japan the right to
engage in theatrical and non-theatrical, television and home video distribution in Japan as well as the right to

engage in the licensing and merchandising of TYVE's copyrights and trademarks in Japan. Such agreenients
provide that Warner Japan ivill receive distribution fees generally comparable to those currently received by
TWE for performing distribution services for unaffiliated third parties.



Other Arrangements and Transactions

The TWE Partnership Agreement expressly permits Time 'rVarner and T'rVE to continue certain
arrangements and transactions that prior to the TWE Capitalization existed betiveen Time Warner and certain
of the subsidiaries of Time Warner that contributed assets to TWE at the TWE Capitalization, to the extent
that such arrangements and transactions relate to the businesses that ivere contributed. The TWE Partnership
Agreement also permits Time Warner to enter into additional similar arrangements and transactions with
TWE in the ordinary course of business consistent with past practice as well as any new arrangements and
transactions with TWE on an arm' s-length basis. For additional information regarding such arrangements, see
Note 15 to TWE's consolidated financial statements included herein and Note 16 to the AOLTW General
Partners' consolidated financial statements included herein.

For information with respect to the revolving credit agreements betiveen the General Partners and Time
Warner Companies, Inc. , see Note 8 to the AOLTIV General Partners' consolidated financial statements
included herein.

Item 14. Controls nnd Procedures

'rVithin the 90-day period prior to the filing of this report, TWE, under the supervision and ivith the
participation of its management, including the Chief Executive Officer and Chief Financial Officer, evaluated
the effectiveness of the design and operation of TWE's "disclosure controls and procedures" (as defined in
Rule 13a-14(c) under the Securities Exchange Act of 1934 (the "Exchange Act")). Based on that
evaluation, the Chief Executive Officer and the Chief Financial Officer concluded that TWE's disclosure
controls and procedures are effective!n timely making knoivn to them material information relating to TWE
and TWE's consolidated subsidiaries required to be disclosed in TWE's reports filed or submitted under the
Exchange Act. TWE has investments in certain unconsolidated entities. As TWE does not control or manage
these entities, its disclosure controls and procedures with respect to such entities are necessarily substantially
more limited than those it maintains with respect to its consolidated subsidiaries. There have been no
significant changes in TWE's internal controls or in other factors that could significantly affect the internal
controls subsequent to the date TIVE completed its evaluation.

PART IV

Item 15. Kvlribits, Financial Statentent Seltednles, nrrd Reports On Fornr 8-K

(a) (1)-(2) Financial Statements and Schedules:

The consolidated financial statements and schedules set forth in the accompanying Index to Consolidated
Financial Statements and Other Financial Information at page F-I herein are filed as part of this report and
are incorporated herein by reference.

Ail other financial statement schedules are omitted because the required information is not applicable, or
because the information required is included in the consolidated financial statements and notes thereto.

(3) Exhibits:

The exhibits listed on the accompanying Exhibit Index are filed or incorporated by reference as part of
this report and such Exhibit Index is incorporated herein by reference.

(b) Reports on Form 8-K.

TWE and the AOI.TW General Partners filed the folloiving report on Form 8-K during the quarter ended
December 31, 2002 and in 2003 through March 21, 2003:

inni ¹ Description

(i) Reporting the closing of the Time Warner Entertainment—
Advance/Newhouse Partnership restructuring.

Dote

December 31, 2002
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SIGNATURFS

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, each of the
Registrants has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

TIME WARNER ENTERTAINMENT COMPANY, L.P.
By: Warner Communications Inc. ,

as General Partner

By: /s/ WAYlvn H. Pr cr. '

Name: Wayne H. Pace
Title: Executive Vice President and Chief Financial Officer

AMERIcAN TELEvisloN AND CDMMUNIcATIDNs CoRPQRATIQN ("ATC")
WARNER COMMUNICATIONS INC. ("WCI )

/s/ WAYNE H. PACE

Name: Wayne H. Pace
Title: Executive Vice President and Chief Financial Officer

Date: March 28, 2003

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed beloiv

by the following persons in the capacities indicated on lVIarch 28, 2003.
Signature Title

/s/ RICHARD D. PARSONS

(Richard D. Parsons)

Director of ATC and WCI and Chief Executive
Officer of each Registrant (Principal Executive
Office)

/s/ WAYNE H. PACE

('iV syne H. Pace)
Executive Vice Pres. and Chief Financial Officer of

ascii Registrant (Principal Financial Office)

/s/ JAMES W. BARGE

(James W. Barge)

Senior Vice Pres. and Controller of each Registrant
(Principal Accounting Office)

/s/ JEFFREY BEIVKES

(Jeff'rey Bewkes)

Director of ATC and WCI

/s/ DON LOGAN

{D on Logan)

Director of ATC and WCI



CERTIFICATIONS
R

I, Richard D. Parsons, certify that:

l. I have reviewed this annual report on Form 10-K of Time Warner Entertainment Company, L.P. and
its General Partners, American Television and Communications Corporation and Warner Communications
Incq

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under which
such statements ivere made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in al! material respects the financial condition, results of operations and cash fiows
of the registrant as of, and for, the periods presented in this annual report;

4. The registrant's other certifying oflicers and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant
and we have:

a. designed such disclosure controls and procedures to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this annual report is being prepared;

b. evaluated the effectiveness of the registrant's disclosure controls and procedures as of a date
within 90 days prior to the filing date of this annual report (the "Evaluation Date" ); and

c. presented in this annual report our conclusions about the effectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

5. The registrant's other certifying oflicers and I have disclosed, based on our most recent evaluation, to
the registrant's auditors and the audit committee of registrant's board of directors (or persons performing the
equivalent function);

a. all signiTicant deficiencies in the design or operation of internal controls ivhich could adversely
affect the registrant's ability to record, process, summarize and report financial data and have identified
for the registrant's auditors any material weaknesses in internal controls; and

b. any fraud, ivhether or not material, that involves management or other employees who have a
significant role in the registrant's internal controls; and

6. The registrant's other ce tifying olficers and I have indicated in this annual report ivhether or not there
were significant changes in internal controls or in other factors that could significantly affect internal controls
subsequent to the date of our most recent evaluation, including any corrective actions with regard to significant
deficiencies and material vveaknesses.

/s/ RICHARD D. PARSONS

Name: Richard D. Parsons
Title: Chief Executive Officer

Time Warner Entertainment Company, L.P.
American Television and Cominunications
Corporation
Warner Communications Inc.

Date: March 2S, 2003



I, Wayne H. Pace, certify that;

l. I have revieived this annual report on Form 10-K of Time Warner Entertaimnent Company, L.P. and
its General Partners, American Television and Communications Corporation and Warner Communications
Incg

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under which

such statements were made, not misleading ivith re pect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this

annual report, fairly present in afl material respects the financial condition, results of operations and cash flows

of the registrant as of, aml for, the periods prrsented in this annual report;

4. The registrant's other certifying oflicers and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant
and we have:

a, designed such disclosure controls and procedures to ensure that material infownation relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this annual report is being prepared;

b, evaluated the efl'ectiveness of the registrant's disclosure controls and procedures as of a daie
within 90 days prior to the filing date of this annual report (the "Evaluation Date" ); and

c. presented in this annual report our conclusions about the elfectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

5. The registrant's other certifying officers and I have disclosed, based on our most recent evaluation, to
the registrant's auditors and the audit committee of registrant's board of directors (or persons performing the
equivalent function);

a. afl significant deficiencies in the design or operation of internal controls ivhich could adversely
atfect the registrant's ability to record, process, summarize and report financial data and have identified

for the registrant's auditors any material weaknesses in internal controls; and

b. any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant's internal controls; and

6. The registrant's other certifying officers and I have indicated in this annual report whether or not there
were significant changes in internal controls or in other factors that could significantly afl'ect internal controls
subsequent to the date of our most recent evaluation, including any corrective actions with regard to significant
deficiencies and material iveaknesses.

Is/ 3VAvttn H. Pacn

Name: 3Vayne H, Pace
Title: Chief' Financial Officer

Time 3Varner Entertainment Company, L.P.
American Television and Communications
Corporation
tVamer Communications Inc.

Date: March 2S, 2003
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TIME WARNER ENTERTAINMENT COMPANY, L.P.
MANAGKIVIENT'S DISCUSSION AND ANALYSIS

OF RESULTS OI' OPERATIONS AND FINANCXAL CONDITION

INTRODUCTION

Management's discussion and analysis of results of operations and financial condition ("iMD&A") is
provided as a supplement to the accompanying consolidated financial statements and footnotes to help provide
an understanding of Time Warner Entertainment Company, L.PJs ("TWE" or the "Company" ) financial
condition, changes in financial condition and results of operations. The MD&A is organized as folloivs:

Overviews. This section provides a general description of TWE's businesses, as well as recent
developments that have either occurred during 2002 or early 2003 that the Company believes are
important in understanding the results of operations, as well as to anticipate future trends in those
operations.

&2esulrs of operurioiis. This section provides an analysis of the Company's results of operations for all
three years presented in the accoinpanying consolidated statement of operations. This analysis is
presented on both a consolidated and segment basis. In addition, a brief description is orovided ofI
significant transactions and events that impact the comparability of the results being analyzed.

Fryrnnciaf condiiion an&& liquidity. This section provides an analysis of the Company's cash flows, as
&veil as a discussion of the Company's outstanding debt and conunitments, both finn and contingent,
that existed as of December 31, 2002. Included in the discussion of outstanding debt is a discussion of
the amount of financial capacity available to fund the Company's 1'uture commitments. as well as a
discussion of other financing arrangements.

Market risk management. This section discusses how the Company manages exposure to potential
loss arising from adverse changes in interest rates, foreign currency exchange rates and changes in the
market value of investments.

Critical accounting policies. This section discusses those accounting policies that are considered
important to the Company's financial condition and results, and require significant judgment and
estimates on the part of management in their application. In addition, all of the Company's significant
accounting policies, including the critical accounting policies, are summarized in Note 1 to the
accompanying consolidated financial statements.

Risk factors and caution coiicerning fonvard-lookiitg srareiiienrs. This section provides a description
of risk factors that could adversely afl'ect the operations, business or financial results of the C'ompany or
its business segments and hoiv certain for&vard-tooting statements made by the Company in this report,
including throughout lvID&A and in the consolidated financial statements, are based on management's
present expectations about future events and are inherently susceptible to uncertainty and changes in
circumstances.

OVERVIEW

Description of Business

AOL Time IVarner is the world's leading media and entertainment company. The Company was formed
in connection ivith the merger of America Online, Inc. ("America Online" ) and Time IVarner lnc. ("Time
'&Varner"), ivhich was consummated on January 11, 2001 (the "lvlerger"). As a result of the Merger, America
Online and Time )Yarner each became a ivholly owned subsidiary of AOL Time Warner.

A majority of AOL Time Warner's interest- in the Fihned Entertainment and Cable segments, and a
portion of its interests in the Netivorks segnient, are held through Time Warner Entertain&neat Company, I..P.
("TIVE"). Prior to the change in oivnership relating to the exercise of an option held by AT&T Corp.
("AT&T"),&vhich is discussed below, AOL Time Warner oivned general and limited partnership interests in
TIVE consisting of 74.49% of the pro rata priority capital ("Series A Capital" ) and residual equity capital
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("Residual Capital" ), and 100% of the junior priority capital ("Series B Capital" ). The remaining 25.51%
limited partnership interests in the Series A Capital and Residual Capital of TIVE were held by subsidiaries of
AT&T.

During the second quarter of 2002, AT&T exercised a one-time option to increase its oivnership in the
Series A Capital and Residual Capital of TWE. As a result, on May 31, 2002, AT&T's interest in the Series A
Capital and Residual Capital of TWE increased by approximately 2.13% to approximately 27.64% and AOL
Time Warner's corresponding interest in the Series A Capital and Residual Capital of TWE decreased by

approximately 2.13% to approximately 72.36%. AT&T's interest in TIVE ivas acquired by Comcast Corp.
{"Comcast") upon consummation of the merger of Comcast and AT&T's broadband businesses in November
2002.

TXVE classiTies its business interests into three fundamental areas: Cable, consisting principaBy of
interests in cable television systems; Fitmed Eirterraimnent, consisting principally of interests in filmed
cntertaimnent and television production; and JVerworkg consisting principally of interests in cable television

and broadcast network programming. TWE also manages the cable properties wholly-owned by AOL Time
Warner and the combined cable television operations are conducted under the name of Time Warner Cable.

Use of KBITDA

TWE evaluates operating performance based on several factors, including its primary financial measure
of operating income (loss) before non-cash depreciation of tangible assets, amortization of intangible assets
and impairment write-downs related to goodwill and intangible assets ("EBITDA"). TWE considers
EBITDA an important indicator of the operational strength and performance of its businesses, including the

ability to provide cash llows to service debt and fund capital expenditures. In addition, EBITDA eliminates

the uneven efiect across all business segments of considerable amounts of non-cash depreciation of tangible
assets and amortization of certain intangible assets deemed to have finite useful lives that were recognized in
business conibinations accounted for by the purchase method. As such, the foltotving comparative discussion
of the results of operations of TWE includes, among other measures, an analysis of changes in business

segment EBITDA. Iiowever, EBITDA should be considered in addition to, not as a substitute for, operating
income {loss), net income (loss) and other measures of financial performance reported in accordance with
accounting principles generally accepted in the United States. In addition, EBITDA should not be used as a
substitute for the Company's cash liow measures (e.g., operating cash llew), which are discussed in detail
under "Financial Condition and Liquidity. "

Recent Developments

Res(ruernr&tg of TtfrE

In August 2002, AOL Time Warner and AT&T announced that they had agree'd to restructure TIVE.
The restructuring is expected to be completed on March 31, 2003. The TIVE restructuring wil! result in the
folloiving: (i) AOL Tinie IVarner ivill acquire complete ownership of TWE's content assets (inclnding
IVarner Bros. and Home Box Office, ivhich ivill become separate, wholly owned subsidiaries of the Company);
(ii) all of AOL Time 5Varner's directly-oivned cable television system interests ivill be contributed to a
separate company which will become a majority-owned subsidiary of AOL Time Warner and ivill be renamed
Time Warner Cable Inc, ("TWC Inc."); (iii) TWE ivill become a subsidiary of TWC Inc. and will continue
to own the cable television system interests it previously owned; (iv) Comcast will receiv $2.1 billion in cash,
which the Company anticipates will be tunded through a new credit facility at TIVC I..c. that has not yet been
established, and AOL Time Warner equity securities valued at $1.5 billion; (v) a Comcast Trust will also
retain a 21% economic interest in the Company's cable business, through a 17.9% direct ownership interest in

TWC Inc. (representing a 10.7% voting interest) and a limited partnership interest in TIVE representing a
4.7% residual equity interest; and (vi) AOL Time Warner ivill retain an overall 79% economic interest in the
cable business, through an 82. 1% oirnership interest in TWC Inc. (representing an 89.3% voting interest) and
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a partnership interest in TWE representing a 1% residual equity interest and a $2.4 billion preferred
component.

Based upon its 89.3% controlling voting interest in TWC Inc. , AOL Time Warner will consolidate the
results of TWC Inc. for accounting purposes. At the closing of the restructuring, it is anticipated that TWC
Inc. will have approximately $8. 1 billion in consolidated net debt and preferred equity,

'
1

d' th, inc u ing e

IV
$ . i ion preferred interest hell by AOL Time Warner. Subject to market and other conditions, AOL T'ime

amer expects to complete an initial public offering of TWC Inc. common stock during 2003, It is
anticipated that the first $2.1 billion of net proceeds raised in any such ofi'ering would be used to pay off TWC
Inc. debt incurred to fund the $2.1 billion cash payment to Comcast. Thereafter, Comcast will have certain
priority registration rights &vith respect to its stake in TWC Inc. (Note 1).

Restructuring of TIVE-Advancel&Vew/&ouse and Road Runner Partners/tips

Prior to August 1, 2002, the TWE-Advance/Ne&vhouse Partnership ("Ts&VE-A/N") was owned
approximately 64.8% by TWE, the managing partner, 33.3% by the Advance/Newhouse Partnership
("Advance/Newhouse" ) and 1.9% indirectly by AOL Time Warner. The financial position and operating
results of TWE-A/N were consolidated by TIVE, and the partnership interest owned by Advance/Newhouse
was reflected in the consolidated financial statements of TWE as minority interest. In addition, prior to
August 1, 2002, Road Runner, a high-speed cable modem Internet service provider, was owned by TWI Cable
Inc. (a wholly-o&vned subsidiary of AOL Time Warner), TWE and TWE-A/N, with TWE owning
approximately 65% on a fully attributed basis (i.e., after considering the portion attributable to TWI Cable
and Advance/Newhouse). TWE's interest in Road Runner was accounted I'or using the equity method of
accounting because of certain approval rights held by Advance/Newhouse.

On June 24, 2002, TIVE and Advance/Newhouse agreed to restructure TIVE-A/N, which, on August 1,
2002 (the "Debt C!20 ( h

" !osing Date" ), resulted in Advance/Newhouse assuming responsibility for the day-to-day
operations of certain TIVE-A/N cable systems serving approximately 2.1 million subscribers located primarily
in Florida (the "Advance/Newhouse Systems" ). On the Debt Closing. Date, Advance/Ne&vhouse and its
afliliates arranged for a new credit facility, &vhich is independent of and not guaranteed by AOL Time Warner,
to support the Advance/Newhouse Systems and assumed and repaid approximately $780 million of TWE-
A/N's senior indebtedness. As a result, TIVE has deconsolidated the financial position and operating results of
these systems. Additionally, all prior period results associated &vith the Advance/Newhouse Systems,
including the historical minority interest allocated to Advance/Newhouse's interest in TWE-A/N, have been
reflecte as a discontinued operation for afl periods presented. Under the ne&v TAVE-A/N Partnership
Agreement, eflective as of the Debt Closing Date, Advance/Ne&vhouse's partnership interest tracks only the
economic performance of the Advance/Newhouse Systems, including associated liabilities, while TWE
retains substantially afl of the economic interests in the other TIVE-A/N assets and liabilities. The
restructuring &vas completed on December 31, 2002.

As part of the restructuring of TWE-A/N, on the Debt Closing Date, AOL Time Warner eflectively
acquired Advance/Newhouse's attributable interest in Road Runner, thereby increasing its ownership to
approximately 82/o on a fully attributed basis. As a result of the termination of Advance/Nevvhouse's minority
rights in Road Runner, TWE has consolidated the financial position and results of operations of Road Runner
with the financial position and results of operations of TWE's Cable segment. As permitted under generally
accepted accounting principles, the Company has consolidated the results of Road Runner retroactive to the
beginning of 2002.

In connection with the TWE-A/N restructuring, TIVE recognized a non-cash pretax gain of approxi-
matel ' $1.2 biflio .

'
y . ' '

n. The gain wns calculated as the difference bet&veen the fair value received in the
restructuring (e.g. , TWE's increased economic interest in the T'&VF.-A/N cable systems remaining under the
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management of TWE) and the carrying value surrendered (e.g. the carrying value of TWE's interest in the
Advance/Neivhouse Systems). In order to deterniine fair value, in addition to internal analysis, the Company
obtained an appraisal from an imlependent valuation firm. The gain ives mitigated because a portion of TWE's
investment in TWE-A/N that related to AOL Time Warner's mterests ivas recently adjostcd to fair value as

part of purchase accounting for the Merger, The gain is included as part of discontinued operations in the

accompanying consolidated statement of operations for year ended December 31, 2002.

$/0 Billion Revolving Credit Fnrilities

In July 2002, AOL Time Warner, together with certain of its consolidated subsidiaries, including TWE,
entered into two neiv senior unsecured long-term revolvjng bank credit agreements ivith an aggregate
borroiving capacity of $10 billion (the "2002 Credit Agreements" ) and terminated two existing bank credit
facilities ivith an aggregate borroiving capacity of $12.5 billion (the "Old Credit Agreements" ), which were

scheduled to expire during 2002. The 2002 Credit Agreements are comprised of a $6 billion five-year revolving

credit facility and a $4 billion 364-day revolving credit facility, borroivings under which may be extended for a
period up to two years following the initial term (Note 7).

Pension Fnnrllrig 1iobill(p

During the fourth quarter of 2002, the Company recorded a liability for the unfunded accumulated
benefit obligation of approximately $90 million. This liability represents the excess of the accumulated benefit
obligation under the Company's qualilieil dehned benefit pen ion plans over the fair value of the plans' assets.
In accordance ivith generally accepted accounting principles, this liability was established by a charge to
shareholders' equity, resul ting in no effect to the accompanying consolidated statemeut of operations. In early

2003, the Company made cash contributions to plan assets of approximately $42 million, which resulted in a
funded status of approximately 75% relative to the projected benefit obligation (Note 11).

RESULTS OF OPERATIONS

Transactions Affecting Comparability of Results of Operations

Consolidation of Ronrt Rnnircr

In August 2002, AOL Time Warner elfectivcly acquired Advance/Newhouse's 17% indirect ownership
interest in Road Runner. As a result of the termination of Advance/Neivhouse's minority rights in Road
Runner, TAVE has consolidated the financial position and results of operations of Road Runner ivith the
financial position and results of operations of TIVE's Cable segment. As permitted under generally accepted
accounting principles, the Company has consolidated the results of Road Runner retroactive to th» beginning
of 2002.

Discontinued Opevntions

As previously discussed in "Restructuring of TIVE-Advance/Newhouse and Road Runner Partnerships, "
the Company's results of operations have been adjusted to refiect the results of the Advance/Newhouse
Systems as a discontinued operation for all periods presented herein. For 2002, for the six months ended
June 30, 2002 (e.g. , the most recent reported period prior to the deconsolidation), the net impact of the
deconsolidation of these systems was a reduction of Cable's previously reported revenues, EBITDA and

operating income of' $715 million, $333 million and $206 million, respectively. For the year ended
December 31, 2001, the net impact of the deconsolidation of these systems was a reduction of Cable's

revenues, EBITDA and openiting income of $1.247 billion, $571 million and $313 million, respectively. For
the year ended December 31, 2000, the net impact of the deconsolidation of these systems was a reduction of
the Cable segment's previously reported revenues, EBITDA and operating income of $1.058 billion,
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$484 million and $256 million, respectively. In addition, during 2002, the Company recognized a non-cash

pretax gain of $1.2 billion relating to the restructuring. As of December 31, 2001, the Advance/Newhouse

Systems had current assets and total assets of approximately $64 million and $2.7 billion, respectively, and

current liabilities and total liabilities of approximately $210 million and $963, million, respectively, including

debt assumed on the Debt Closing Date.

tVew Accounting Principles

In addition to the transactions previously discussed, in the first quarter of 2002, the Company adopted

new accounting guidance in several areas, which are discussed beloiv.

¹w Accanri ting Stnndard for Goodwill and Other Intangible Assets

During 2001, the Financial Accounting Standards Board ("FASB") issued Statement of Financial

Accounting Standards No. 142 "Goodivifl and Other Intangible Assets" ("FAS 142"), which requires that,

eflective January 1, 2002, goodwill, including the goodwill included in the carryring value of investments

accounted for using the equity method of accounting, and certain other intangible assets deemed to have an

indefinite useful life, cease amortizing. The new rules also require that goodwifl and certain intangible assets

be assessed for impairment using fair value measurement techniques. During the first quarter of 2002, the

Company completed its. initial impairment review and recorded a $21.763 billion non-cash charge for the

impairment of goodwill, substantially all of which was generated in the Merger. The charge reflects overall

market declines since the Merger was announced in January 2000, is non-operational in nature and is reflected

as a cumulative effect of an accounting change in the accompanying consolidated statement of operations

(Note 2).

During the fourth quarter of 2002, the Company performed its annual impairment review for goodkvill

and other intangible assets and recorded an additional non-cash charge of $2.355 billion, ivhich is recorded as

a component of operating income (loss) in the accompanying consolidated statement of operations. The

$2.355 billion includes charges to reduce the carrying value of goodwill at the Cable segment and reflects

current market conditions in the cable television industry, as evidenced by the decline in the stock prices of

comparable cable television companies.

The impairment charges are non-cash in nature and do not affect the Company's liquidity or result in the

non-compliance with respect to any debt covenants contained in the Company's 2002 Credit Agreements.

Reimbnrsenrent of "Ont-of Pocket" Expenses

In January 2002, the FASB Staff reached a consensus on Emerging Issues Task Force ("EITF") Issue

No. 01-14, "Income Statement Characterization of Reiinbursements Received for "Out-of-Pocket' Expenses

Incurred" ("EITF01-14").EITF 01-14 requires that reimbursements received for out-of-pocket expenses be

classified as revenue on the income statement. EITF 01-14 was effective for TWE in the first quarter of 2002

and required retroactive restatement of all periods presented to reliect the new accounting provis'ions. This

change in revenue classification impacts TWE's Cable segment. As a result of applying the guidance of EITF
01- 4, TWE's revenues and costs presented herein were retroactively increased by an equal amount of-1
$196 million in 2001 and $171 million in 2000.

Significant Transact(one and Other Iteins Affecting Cainparabiliry

As more fully described herein and in the related footnotes to the accompanying consolidated financial

statements, the comparability of T'iVE's operating results has been affected by certain significant transactions

and other item."in each period.
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For the year ended December 31, 2002, these items included (i) a non-casfl charge of $2.355 bi1lion to

reduce the carrying value of gooC&vi)l (Note 2), (ii) non-cas)I charges of $363 million to reduce the carrying

value of TWE'5 investments in certain unconsolidated cable television system joint ventures (Note 5) and

(iii) a $6 million gain on the sale of consolidated cable television systems, which is reflected in the EBITDA
of the Company's Cable segmen( (Note 13).

For the year ended December 31, 2000, these items included (i) a $50 milflon charge relating to the Six
Flags Entertainment Corporation ("Six Flags" ) litigation (Note 14), (ii) a net investment-related gain of
approximately $65 million, principally related to additional proceeds received in 2000 in connection with the

1999 sale of an interest in CanalSatellite, a satellite television platform servicing France and Monaco

(Note 5), (iii) a charge of approximatety $35 million relating to a restructuring of the Road Runner joint
venture, originally formed with AT&T to operate Time 5Varner Cab)e's an(( AT&T's high-speed online

businesses (Note 4) and (iv) a non-cas)I charge of approximately $524 million shown separately in the

acCompanying consolidated statement of 0'perations related to lie cumulative eflect of an accounting change
in connection with the adoption of a new film accounting standard (Note 1).

2002 vs. 2001

Revenue, EBITDA and operating income (loss) by business segment are as follows:
Year Ended Deceuiber 31,

Reienues EBITDA'&
Operating

Income (Loss)

Cable(')

Filmed Fntertainment

2002 20011&t'& 2002 20011'&

(millions)

$5,907 $4,983 $2,333 $2,191

7,682 6,889 844 691

20021 ) 20011'&

$(1,046) $(456)
637 219

Net&Forks 3,413 3,024 849 703 811 291

Corporate

Intersegment elimination (5'17)
(84) (78) (94) (85)

(554)

Total $16,425 $14,342 $3,942 $3,507 $308 $ (3))

I'i EBITDA represents operating income (loss) before depreciation expense of 51.129 billion in 2002 and 5070 million in 2001, amorlization expense of
5150 minion in 2002 and 52.665 billion in 2001 and an impairment rite-down related to good mn of 52.355 billion in 2002.

Revenues refiect ihe pro 'isions of EITF 01-14 thai ere adopted b& the Company in the first quarter of 2002, xhich require retroactive restatement af
2001 results to reflect the nexv accounting prorisions. As a result, the impact of E&TF 01-14 xvas to increase revenues and costs ot'ihe Cable segment by

equal amorrnis of approxiinately 5196 minion /or 2001.

I'& The results for 2001 do not reflect the results of signiTicant transactions in 2002, including ihe consolidation of Road Runner, or lhe adoption of FAS 142

on January I, 2002.

During 2002, ihe Company recognized a 52.355 billion non-cash charge relating to the impairment of good 'in at the Cable segment, v,'hich is recorded as

a component of operating income (Note I ).
As a result of Advance/Nex house assuming responsibility for the day-to-day operaiions of the Advance/Nexvhousu Systems in 2002, the Cable segment's
.rmulis &egret the deconsolidation of the operating results of the Advance/Neivhouse Systems for ag periods presented. For 2002, for the six months ended

June 30, 2002 (e gv ihe most recent rePorted Period Pnor to the deconso/idation), the net imPact ol'Ihe deconsolidation of these s&eterne usa a reduction
of the Cable segnient's previously reported revenues, EB&TDA and operating income of 5715 million, 5333 million and 5206 million, respectively. For
2001, the net impact of ihe deconsolidation of these s»tenis was a reduction of the Cable segment'. re 'enues, EBITDA and operating income of
51247 billion, 5571 million and 5313 million, respeclively. In addiiion, the Cable segment's EBITDA for 2002 includes a 56 nuilion gain on the sale of
consolidated cable tele ision s&etenis

Consolidated Results

Reve////es. Revenues increased to $16.425 billion in 2002, compared to $14.342 billion in 2001. The overall
increase in revenues xvas driven by an increase in Subscription revenues of' 15'Fo to $7.554 billion aml an
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increase in Content and Other revenues of 17% to $7.676 billion. Advertising and Commerce revenues of
$1.195 billion in 2002 were relatively flat.

As discussed more fully beloiv, the increase in Subscription revenues was principally due to increases in
the number of subscribers and in subscription rates at the Cable and Networks segments, as well as the
consolidation of Road Runner. The increase in Content and Other revenues ives principally due to increased
revenue at the Filmed Entertainment segment related to improved international theatrical and worldivide
home video re ults. The fiat Advertising and Commerce revenues reflected an increase in advertising at the
Networks and Cable segments, offset by a decrease in conimerce revenues at the Filmed Entertainment
segment, due to the closure of the Filmed Entertaimnent Studio Stores.

Iatersegmettt Reremtes. TIVE's intersegment revenues increased to $577 million in 2002 compared to
$554 million in 2001. Intersegment revenues principally reflected film and television product sold by the
Filmed Entertainment segment to the Networks segment and the sale of programming by the Networks
segment to the Cable segment. Since intersegment revenues are eliminated in consolidation, they do not
impact the Company's consolidated results.

EBITDrf. TIVE's EBITDA increased to $3.942 billion in 2002 from $3.507 billion in 2001. The increase
v as principally a result of an increase in EBITDA at the Company's business segments, which is discussed in

detail under "Business Segment Results, " offset in part by an increase in corporate expenses.

Depreciatiott Expense. Depreciation expense increased to $1.129 billion in 2002 from $870 million in
2001 principally due to increases at the Cable segment ($1.018 billion in 2002 compared to $747 million in
2001). The increase in depreciation expense at the Cable segment reflects higher levels of capital spending
related to the roll-oN of digital services over the past three years resulting in increased capital spending on
customer premise equipment, which is depreciated over a shorter useful life.

rftttortizatiott Expettse. Amortization expense decreased to $150 million in 2002 from $2.668 billion in
2001. The amortization expense in 2001 primarily reflected amortization of goodwill and other intangible
assets recorded in the Merger. The decrease in amortization expense in 2002 was due to the adoption of
FAS 142, which resulted in goodwill and certain intangible assets ceasing to be amortized.

Operatieg Income (Loss). TWE's operating income was $308 million in 2002 compared to an operating
loss of $31 nnllion in 2001. The improvement in operating income related to a decrease in amortization
expense, due to the adopt''on of FAS 142, and an increase in business segment EBITDA, which is discussed in
detail under "Business Segment Results, " offset in part by a non-cash charge of $2.355 billion to reduce the
carrying value of goodwill, as ivell as an increase in depreciation expense.

Interest Bxpettse, Net. Interest expense, net, decreased to $401 million in 2002, from $530 million in
2001, due principally to lower market interest rates and lower average debt outstanding in 2002.

Other Expense, Net. Other expense, net, increased to $357 million in 2002 from $346 million in 2001,
principally due to pretax charges of $363 million to reduce the carrying value of TWE's investments in certain
unconsolidated cable television joint ventures (Note 5) and the absence in 2002 of gains on the sale of
unconsolidated cable systems, offset by a reduction of losses from equity method investees, primarily related to
reduced amortization associated ivith the adoption of FAS 142.

Depending upon general market conditions and the performance of in&iividual investments in the TAVE's
portfolio, the Company may be required in the future to record additional non-cash charges to reduce the
carrying value of individual investments to their fair value for other-than-temporary declines. Any such
charges would be unrelated to the Company's core operations and would be recorded in other expense, net
(Note 5). Excluding equity method investees, as of December 31, 2002, the fair value and carrying value of
the Company's portfolio were $158 million and $155 million, respectively.
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llfirroriry Interest Tacozne {Kx)reuse). AOL Time Warner had $28 million of nunority interest expense in

2002, compared to $36 million of minority interest income in 2001. Minority interest expense in 2002
primarily rettects the adoption of FAS 142, vvhich resulted in a reduction of amortization expense at the

Company's partially owned consolidated investees, thereby resulting in an increase in the minority interest

expense, as more income is attributable to minority partners.

Income Tnx Provisforr. As a U.S. partnership, TWE is generally not. subject to U.S. federal and state

income taxation. Income and withholding taxes of $157 million in 2002 and $127 million in 2001, have been

provided for the operations of TWE's domestic and foreign subsidiary corporations.

IVer Loss. TIVE's net loss increased to $21.219 biBion in 2002 compared to $1.032 billion in 2001. The
2002 results regect the $21.763 billion cumulative etfect of an accounting change, $1.179 billion gain on

discontinued opergtions and $2.355 billion charge to reduce the carrying value of goodwill. In addition to the
impact of these items, TWE's 2002 results benefited from a reduction in amortization expense, due to the

adoption of FAS 142, and an increase in EBITDA, oAset in part by an increase in depreciation expense.

Ihtsiness Segment Results

Cable, Revenues increased 19% to $5.907 billion in 2002 compared to $4.983 bigion in 2001. EBITDA
increased 6% to $2.333 billion in 2002 from $2.191 billion in 2001. Operating loss was $1.046 billion in 2002
compared to $456 million in 2001.

Revenues increased due to a 18% increase in Subscription revenues (from $4.530 billion to $5.348 bil-

lion) and a 23%Increase in Advertising and Commerce revenues (from $453 million to $559 million). The
increase in Subscription revenues was due to higher basic cable rates and increases in high-speed data services

subscribers, digital cable subscribers and basic cable subscribers, as well as the impact of the consogdation of
Road Runner in 2002. In 2002, high-speed data subscribers managed by TIVE increased by 63% to
2.509 million, digital cable subscribers managed by TWE increased by 36% to 3.747 million and basic cable
subscribers increased by 1.3% to 10.914 million. In addition, total customer relationships, representing the
number of customers managed by TAVE that receive at least one level of service, increased by 3% to

approximately 11.2 million as of December 31, 2002 compared to approximately 10.9 million as of
December 31,2001 and revenue generating units, representing the total of all analog video, digital video, high-

speed data and telephony customers, increased by 14% to approximately 17.2 million in 2002 compared to

approximately 15.0 million in 2001. The Company's subscriber amounts include subscribers at both
consolidated entities and investees accourrted for under the equity method ol'accounting, which are managed

by the Company. High speed data subscribers include residential subscribers, as well as commercial and bulk
(e.g., apartment buildings and universities) subscribers. As of December 31, 2002, there were 2.426 million

resi&lential and bulk subscribers, and 83 thousand commercial subscribers. Due to their nature, commercial
and bulk subscribers are charged at different amounts than residential subscribers. If the number of
commercial and bulk high-speed data subscribers svas equivalized (e.g., calculated by dividing commercial
and bulk high-speed data revenue by the average rate charged to residential customers) the Company's total
high-speed data subscribers would have increased 65% to 2.613 million.

The increase in Advertising and Commerce revenues was primarily related to an increase in the
intercompany sale. of' advertising to non-TWE business segments of AOL Time Warner (from $37 million to
$107 million), an increase in advertising purchased by programming vendors to promote their channels,
including new channel launches (from $87 million to $102 million) and a 6% increase in general third-parly
advertising revenues. The Company expects intercompany advertising revenue to be minimal in 2003. The
Company also expects advertising purchased by programming vendors to decline by more than 70% in 2003
primarily due to fesver nesv channel launches.
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FBITDA increased principally as a result of the revenue gains as ivell as a $6 million gain on the sale of

consolidated cable systeins, offset in part by increases in programming and other operating costs and tire

cpnspljdatjpn pf Rpad Runner in 2002. The increase in video programming costs of over 20% relates to general

programnung rate increases across both basic and digital services, the addition of neiv programming services

and higher basic and digiml subscriber levels. Video programming costs have risen in recent years and will

cpntinue to rise although at a lower rate than during 2002, primarily due to the expiration of introductory and

promotional periods under programming aiTiliation agreemcnts, the need to procure additional quality

programming for more extensive programming packages, the migration of premium channels to the standard

tier, industry-ividr; programming cost increases (especially for sports programming) and inflation-indexed or

negotjated iicense fees increases. Other operating costs increased as a result of the roll out of neiv services and

liigher property taxes associated with the upgrade of cable plants. The increase in operating loss ivas due tp the

$2 366 billion goodivill impairinent charge and the increase in depreciation expense, offset in part by an

increase in FBLIPA and a decrease in amortization exPense, due to the adoPtion of FAS 142. The ComPany

anticipates that EBITDA and operating income of the Cable segment in 2003 will be negatively impacted by

an approximate $18 million increase in pension expense.

ptynted Eilterrniinnent. Revenues increased 12% to $7.682 billion in 2002, compared to $6.889 billion in

2001 FBITDA increaseil 22% to $844 million in 2002, compared to $691 million in 2001. Operating income

increased to $637 million in 2002, compared to $219 miliion in 2001

The increase in revenue was primarily related to improved ivorldwide home video and international

theatncal results, offset in part by declines in television and reduced commerce revenues related to the closure

pf jts Studjp Stpres in 2001. The improved results reflect the worldwide theatrical success pf Harry Potter and

ffie Chainbei of Secrets, as well as the ivprldwide home video and international theatrical results of HarDr

poffer and the Sorcererk Stone, Ocean's Eleven and Scooby Door The riryovie.

FBITDA increased primarily due to the revenue increases, offset in part by higher theatrical film costs,

includmg higlier advertising and distribution costs. Operating income increased primarily due to the EBITDA

increases and a decrease in amortization expense due to the adoption of FAS 142

tVetrporhs, Revenues increased 13% to $3.413 billion in 2002, compared to $3.024 billion in 2001.

FBLfDA jncreased 21% to $849 million in 2002 from $703 million in 2001. Operating income increased to

$811 million compared to $291 million in 2001

Reveiiiies grew primarily due to an increase in Subscription revenues at HBO, an increase in Advertising

and ( ommerce revenues at The WB Network and an increase in Content and Other revenues at HBO.

EBITDA and operating income increased due to improved results at HBO and The IVB Network.

Fpr HBO Subscnptjon revemies benefited from an increase in the number of subscribers and higher

rates Cpn ent aiid Other revenues benefited from higher home video sales of HBO's original Programniing

afid higher 1jcensing and syndication revenue from the broadcast comedy series Everybody Loves Raymond.

For The IVB Netivork, the increase in Advertising and Commerce revenues was driven by higher advertising

rates.

Fpr HBO the increase m EBITDA ives principally due to the increase in revenues and reduced costs

relating to the finalization of certain licensing agreements, ofl'set in part by an allowance for doubtful accounts

establislled on receivvables from Adelphia Communicatioiis a major cable television operator higher ivrite-offs

of development costs and increased programming costs. For The YVB Netivork, the EBITDA increase ives

principally due to higher Advertising and Commerce revenues, offset in part by higher program license fees

For HBO and The IVB Network, the increase in operating income was primarily due to an increase in

FBITDA and a decrease in aniortization expense, due to the adoption of FAS 142.



TIRIE )YARNER ENTERTAINMErNT COMPANY, L.P.
IVIANAGEMENT'S DISC"SSION AND ANALYSIS

OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION —(Continued)

2001 vs. 2000

Revenue, EBITDA and Operating income (loss) by business segment are as follows:

Year Ended December 31

Revenues
20010' 2000' '

EIBTD"
2001 2000

Operating
Incoute (I.oss)

2001 200fl

Cablef'I

Filmed Entertainment. . . .

Networks .

Corporate . .

Intersegment elimination .

$4,983 $4,314

6,889 6,609

3,024 2,723

(554) (468)

(millions)

$2,!91 $1,960 $(456) $951
691 585 219 378

703 512 291 474

(78) (75) (85) (81)

Total . . $14,342 $13,178 $3,507 $2,982 $ (31) $1,722

I'I BBITDA represents operating income (ines) before depreciation expense of $870 million in 2001 and $7 7 million in 2000 and amortization expense of

$2.668 bitlion in 2001 and 5503 ntinion tn 2000.
' ' Revenues reflect the provisions of BITF 01-14 that were adopted by Ihe Company in the first quarter of 2002, xvhich require retroactive restatemem of

2001 .nd 2000 results to reflect the new accounting provisions. As a result, the impact of EITF 01-14was to in r ase revenues and costs by equal amounts

of $196 million in 2001 and $171 million in 2000.
t'I As a result of Advance/Newhouse assuming responsibility for thc day-to day operations of the Advance/Netvhouse systems in 2002, the Cable segment's

results rellect the deconsolid ation of the ops~sting results of ihe Advance/Nervhouse Systems for all periods prevented. For 2001, the net impact of the
deconsolidation of these symems as a reduction f the Cable segment's reported reverues, FBITDA and operating income of $1.247 billion, $571 million

and $313 million, respeciitely. For 2000, thc net impact of the deconsolidation of these sistems was a reduction of the Cable segment's previously

reponed revenues, 801TDA and operating income of $1.058 billion, 5484 million and $256 million, respectively.

Consolidated Results

Revenues. TV'E's revenues increased to $14.342 billion in 2001 compared to $13.178 billion in 2000. This
overall increase in revenues was driven by an increase in subscription revenues of 12% to $6.591 billion, an
increase in content and other revenues of 7% to $6.563 billion, and an increase in advertising and commerce
revenues of 49o to $1.188 billion.

As discussed more fully below, the increase in Subscription revenues ivas principally due to an increase in

the number of subscribers and subscription rates at the Cable and Netivorks segments. The increase in

Advertising and Commerce revenues was principally due to the increased advertising at the Cable segment
and The IVB Network, partially offset by lower Commerce revenues due to the absence of revenues from the
Filmed Entertainment Studio Stores operations, which ihe Company closed in 2001. The increase in Content
and Other revenues ives principally due to increased revenues at the Filmed Entertainment segnient related to
the theatrical successes of Hnrry Po//er nnd fire Sorcerer'5 S/o/Ia Oeenn'8 Eleven and Cats rI Dogs.

EBITD/I. T'tVE's EBITDA increased to $3.507 billion in 2001 from $2.982 billion in 2000. The increase
was principally a result of an increase in EBITDA at the Company's business segments, ivhich is discussed in

detail under "Business Segment Results", offset in part by a slight increase in corporate expenses.

Irltersegi«e«f Revert«es. T)VE'8 intersegment revenues increased to $554 million in 2001 compared to
$468 million in 2000. Intersegment revenues principally reflected film and television product sold by the
Filmed Fntertainment segment to the Network's segment and the sale of programming by the Netivork's

segment to the Cable segment. Since Intersegment revenues are eliminated in consolidation, they do not

impact the Colnpany's consolidated results.

Deyreci«fi«rt Expense. Depreciation expense increased to $870 million in 2001 fram $757 million in 2000.
The increa e in depreciation expense of $113 million primarily relates to an increase at the Cable segment due
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to higher levels of capital spending related to the rollout of digital services over the last several years and

increased capital spending on equipment that varies hvith the number of nehv subscribers and is depreciated

over a shorter life.

2000. The
&Imo&riznrion Expense. Amortization expense increased to $2.668 billion in 2001 frot $503 'll'rom mi ion in

. T e increase in amortization expense primarily relates to goodwill and other intangible assets recorded

in the Merger.

Operating Income (Loss). TWE's operating loss hva $31 million in 2001, compared to operating income

of $1.722 billion in 2000. The decrease primarily related to an increase in both depreciation and amortization

expense, v, hich i discussed above, offset in part by an increase in EBITDA.

Interest Expense, Ner. Interest expense, net, decreased to $530 tnillion in 2001, from $612 million in

2000, principally due to lohver market interest rates in 2001.

Other Expense, Nea Other expense, net, increased to $346 million in 2001 from $228 million in 2000 due

primarily to higher losses from equity method investees, related to the amortization of goodhvitt included in the

carrying value of such investments, which resulted from the Merger, offset in part by gains on the sale of
unconsolidated cable television systems in 2001.

Minority Interest Inconre. Minority interest income decreased to $36 million in 2001, compared to

$82 million in 2000. Minority interest inconhe decreased principally due to the higher allocation of losses in

2000 to a minority partner in The WB Network.

Irtcome fax Prohisiorr. As a U.S. partnership, TWE is generally not subject to U.S. federal and state
income taxation. Income and withholding taxes of $127 million in 2001 and $157 million in 2000 have been

provided for the operations of TWE's domestic and foreign subsidiary corporations.

Wer Income (Loss). TWE's net loss hvas $1.032 billion in 2001, compared to net income of $229 million

in 2000. The decrease hvas primarily due to higher depreciation and amortization expense, offset in part by an

increase in business segment EBITDA and the absence in 2001 of the cumulative elfect of an accounting

change recognized in 2000.

Business Segment Results

Cable. Revenues increased to $4.983 billion in 2001, compared to $4.314 billion in 2000. EBITDA
increased to $2.191 billion in 2001 from $1.960 billion in 2000. Operating loss was $456 million in 2001,
compared to operating income of $951 million in 2000.

Revenues increased due to a 14% increase in Subscription revenues (from $3.975 billion to $4.530 bil-

lion) and a 34% increase in Advertising and Commerce revenues (from $339 million to $453 million). The
increase in Subscription revenue~ was due to higher basic cable rates, an increase in subscribers to high-speed

online services, an increase in digital cable subscribers and to a lesser degree a marginal increase in basic cable
subscribers. The increase ir, Advertising and Commerce revenues was primarily related to advertising

purchased by programming vendors to promote their channel launches, the sale of advertisi g t tl
' 'n o o ter non-

usiness segments ot AOL fime Warner and a general increase in advertising sales.

EBITDA iA 'ncreased principally as a result of the revenue gains and improved margins related to the high-

speed online services, olfset in part by a greater than 20% increase in programming costs related to general

programming rate tncreases across both the basic and digital services and the roll-out of digital services,

including the addition . I' nehv channels that are available only in the digital service. The decrease in operating

income primarily relates to an increase in depreciation and amcrtization expense, offset in part by an increase

in EBITDA.
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Filmed Errrerrnirr merit. Revenues increased to $6.889 billion in 2001, compared to $6,609 billion in 2000.
EBITDA increased to $691 million in 2001 from $585 inillion in 2000. Operating income decreased to
$219 million in 2001, compared to $378 million in 2000.

Revenues increased related to the theatrical successes of Ffarry Porter anrf the Sorcererh Stone, Ocean' s
Eleven and Cats O'; Dogs. Revenues also benefited from the increased domestic distribution .of theatrical
product, principally due to higher DVD sales, and syndication revenues to broadcast Friends. This benefit was

offset in part by )ower revenues in IVarner Bros.' retail operations, related to the closure of it- Studio Stores.
ERITDA increased principafiy due to the increased revenues, reduced losses from the closure of the Studio
Store operations and reduced expenses for online development; offset in part by higher film costs, including

higher advertising and distribution costs, because of an increase in the performance, number and timing of new

theatrical releases in comparison to the prior year. Operating income decreased principally due to an increase
in amortization expense, ofl'set in part by an increase in EBITDA.

Nerivorks. Revenues increased to $3.024 billion in 2001, compared to $2.723 billion in 2000. EBITDA
increased to $703 million in 2001 from $512 million in 2000. Operating income decreased to $291 million in

2001, compared to $474 million in 2000.

Revenues greiv primarily due to an increase in Subscription revenues and an increase in Content and

Other revenues at HBO and an increase in Advertising and Commerce revenues at. The IVB Network. For
HBO, Subscription revenues benefited from an increase in the nnmber of subscribers and higher rates.
Content and Other revenues benefited 1'rom higher home video sales of HBO's original programming. For The
WB Network, the increase in Advertising and Commerce revenues was driven by increased advertising rates
and ratings in key demographic groups. For HBO, the increase in EBITDA ivas principally due to the increase
in revenues and increased cost savings 1'rom HBO's overhead cost management program. For The WB Net-
work, the EBITDA improvement was principally due to the increase in Advertising and Commerce revenues,

Operating income decreased principally due to an increase in gmortization expense, offset in part by an

increase in EBITDA.

FINANCIAL CONDITION AND LIQUIDITY

December 31, 2002

Current I'inaucial Condition

At December 31, 2002, TWE had approximately $7.0 billion of' debt, $1.0 billion of cash and equivalents
(net debt of approximately $6.0 billion, defined as total debt less equivalents) and $37.1 billion of partners'
capital. This compares to approximately $8.1 billion of debt, $250 million of cash and equivalents (net debt of
approximately $7.8 bifiion) and $65A billion of partners' capital at Deceinber 31, 2001.

In January 2003, pursuant to a previously negotiated agreement and as previously disclosed, TWE
acquired an additional 11% interest in The WB Network from certain executives of The WB Network, for
$128 million in cash. The Company also made cash contributions to its defined benefit pension plan of
$42 million in January 2003.

As discussed in more detail beloiv, management believes that T)VE's operating cash fiow, cash and
equivalents, borrowing capacity unde:- its credit agreements, including agreements svith AOL Time Warner
and availability under its commercial paper program, are sufficient to fund its capital and liquidity needs for
the foreseeable future.
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Cash Eloivs

Operating Activities

TWE's cash provided by operating activities amounted to $4.012 billion in 2002 compared to $2.585 bil-

lion in 2001. The groivth in cash flows from operations related to a $829 million improvement in workinn o mg

capital, an increase of $435 million in EBITDA and a reduction in both taxes and interest 'paid. The
improvements in ivorking capital are related to reduced working capital needs in the cuirent period compared
to increased working capital needs in the prior period. Working capital needs are subject to wide iluctuatioiis
based on the timing of cash transactions related to production schedules, the acquisition cf programming,
collection of sales proceeds and other similar items. The current period benefits may reverse in iutur'e periods.

Cash provided by operations of $4.012 biflion in 2002 reflected $3.942 billion of EBITDA, less

$381 miflion of net interest payments and $153 miflion of net taxes paid. Cash flow from operations also

reflects a reduction in other ivorking capital requirements of $604 million.

Cash provided by operations of $2.585 billion in 2001 reflected $3.507 billion of EBITDA, less

$527 million of net interest payments and $170 million of net taxes paid. Cash flow from operations also
refiects an increase in other vvorking capital requirements of $225 million.

Investing Activities

Cash used by investing activities was $2.107 billion in 2002, compared to $2.908 billion 2001. The
decrease principally resulted from a decrease in cash used for acquisitions and investments, primarily related

to reduced cash payments made in connection with funding of equity method investments.

Cash used by investing activities of $2.107 biflion in 2002 reflected $297 miflion of cash used for
acquisitions and investments and $1.895 billion of total capital expenditures, offset in part by $85 million of
proceeds received from the sale of investments.

Cash used by investing activities of $2.908 biflion in 2001 reflected $931 million of cash used for
acquisitions and investments and $2.012 billion of total capital expenditures, oflset in part by $35 million of
proceeds received from the sale of investments.

Financing Activities

Cash used by financing activities was $1.143 billion in 2002, compared to cash provided by financing
activities of $267 million in 2001. The increase in cash used in financing activities in 2002 primarily resulted

from net payments made on borrowings in 2002, conipared to net borrowings in 2001, and an increase in total
distributions.

Cash used by financing activities was $1.143 billion in 2002 primarily reflected net incremental debt
repayments of $589 million and $538 miflion of total capital and other distributions.

Cash provided by financing activities of $267 million in 2001 primarily reflected net incremental
borrowings of $685 million and $418 million of capital and other distributions.

Capital Lexpenditures

TWE's overall capital spending for 2002 was $1.895 billion, a decrease of $117 million from capital
spending in 2001 of $2.012 billion. Capital expendi!!ir. .s from continuing operations were $1.689 biflion in

2002 compareil to $1.604 billion in 2001. TWE's total capital spemiing and the increase in capital spending
from continuing operations is due principafly to the Cable segment. Qier the past three years, the Cable

segment has been engaged in a plan to upgrade the technological capability and reliability of its cable
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From time to time the Company has entered into arrangements with investors in which certain films are
sold and leased back. The sale-leaseback of the films alloivs the investors to claim certain international tax
benefits of oivnership of the film master negatives ivhile the Company maintains control over all exploitation

rights and privileges to the films. Such entities are capitalized ivith the investors' capital and debt and the
investors participate in all of the profits or losses of the entities. The present value to these entities ol'the future

revenue streams attributable to these transactions is $1.3 billion as of December 31, 2002. The Company does
not consolidate nor participate in the operating results of the entities. The Conipany retains certain proceeds of
th'e transactions as consideration for entering into the sale-leaseback transactions, and records the conMdera-

tion received as a reduction of corresponding film costs. The benefit to the Company from these tmnsactions
that was recognized as a reduction to film cost amortization in 2002 totaled $47 million.

Rating Tnt'ggers and Financial Covenants

Each of the Company's bank credit agreements and financing arrangements ivith SPEs, contain
customary covenants. A breach of such covenants in the bank credit agreements that continues beyond any

grace period can constitute a default, ivhich can limit the ability to borrow and can give rise to a right ol' the
lenders to terminate the facility and/or require immediate payment of any outstanding debt. A breach of such
covenants in the financing arrangements with SPEs that continues beyond any grace period can constitute a
termination event ivhicb can limit the facility as a future source of liquidity; however, there would be no claims

on the Company for the receivables or backlog contracts previously sold. Additionally, in the event that the
Conipany's credit ratings decrease, the cost of maintaining the bank credit agreements and facilities and of
borrowing increases and, conversely, if the ratings improve, such costs decrease.

As of December 31, 2002 and through the date of this filing, the Company was in compliance ivith all

covenants. Management does not foresee that the Company will have any difficulty compl&dng ivith the
covenants currently in place in the foreseeable future. As discussed in more detail in Note 1 to the

accompanying consolidated financial statements, the Company took a one-time, non-cash charge of
$21.763 billion upon adoption FAS 142. In addition, TWE took a non-cash charge of $2.355 biflion in the
fourth quarter of 2002 to reduce the carrying value of goodwill and other intangible assets. This clmrge did not

result in a violation of any of the Company's covenants.

During 2003, the Company received unanimous consent from its bank group to amend its 2002 Credit
Facilities. The amendment ivill, among other changes, replace the Company's covenant to maintain at least

$50 billion of CsAAP net worth ivith an interest coverage covenant of 2.0 times cash interest expense. The
amendment ivill be effective upon the closing of the TiYE restructuririg.

Contractual and Other Obligations

Fi rm Com mi t in et i ts

In addition to the above financing arrangements, the Company has commitments under certain firm

contractual arrangements ("firm commitments") to make future payments for goods and services. These firm

commitments secure the future rights to various assets and services to be used in the normal course of'

operations. For example, the Company is contractually committed to make certain minimum lease payments
for the use of property under operating lease agreements. In accordance ivith current accounting rules, the
future rights and obligations pertaining to firni commitments contracts:. .e not reflected as assets or liabilities
on the accompanying consolidated balance sheet.
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The folloiving table summarizes separately the Company's material firm commitments at December 31,
2002 and the timing and etfect that such obligations are expected to have on the Company's liquidity and cash

flow in future periods. In addition, the table reflects the timing of principal payments on outstanding debt,

which has been previously discussed under "Outstanding Debt and Available Financial Capacity. " The
Company expects to fund the firm commitments with operating cash flow generated in the normal course of
business.

Firn) Cominitrnenls and Outstanding Debt

Programtning and prodnction deals . .
Operating leases . .

Other firm commitments .

Total firm commitments

Total principal outstanding on long-term debt . ,

Total firm commitments and outstanding debt

2007
2003 2004-2006 nad tbereaner Total

(miiiions)

$2,178 $5,076 $5,455 $12,709

144 388 947 1,479

163 57 10 230

$2,485 $5,521 $6,412 $14,418

2,370 4,367 6,737

$2,485 $7,891 $10,779 $21,155

Follov:ing is a description of TyrrB's firm commitnients at December 31, 2002:

The Netiiorks segment (HBO and The WB Network) enters tnto agreements ivith movie studios to air

movies they produce. In addition, the Cable segment enters into commitments to purchase program-

ming from cable netivork providers to provide service to its subscribers (e.g. programming deals). The
commitments represent an estimate of future programming costs based on per subscriber rates

contained in contracts existing as of December 31, 2002 applied to the number of consolidated
subscribers on that date. Such amounts are subject to variability based on changes in the number of
future subscribers, the extension of existing contracts, and the entering into of neiv contracts. These
arrangements are collectively referred to as programming and production deals.

Operating lease obligations primarily relate to the minimum lease rental obligations for the Company's
real estate and operating equipment in various locations around the world.

Other firm commitments include obligations to actors and directors. In addition, other firm commit-
ments includes a payment of $128 million made in January 2003 to acquire an additional 11% interest
in The WB Network.

Contingent Connnitrnen(s

The Company also has certain contractual arrangements that would require the Company to make

payments or provide funding if certain circumstances occur ("contingent commitmmits"). For example, the

Company has guaranteed certain lease obligations of joint venture investees. In this circumstance, the

Company would be required to make payments due under the lease to the lessor in the event of default by the
joint venture investee. The Company does not expect that these contingent commitments ivill result in any
material amounts being paid by the Company in the foreseeable future.

The following table summarizes separately the Company's contingent commitments at December 31,
2002. The timing of amounts presented in the table represents when the maximum contingent cornmitnient
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ivill expire and does not necessarily mean that the Conipany expects to incur an obligation to make any

payments during that timeframe.

Expiration of Comnrilmeots

Nature of Contingent Commitments

Guarantees .
Letters of credit and other contingent commitments .

Total contingent commitments . . . . .

Total
Conimi tnrents

$2,637

170

$2,807

2003 2004-2000

(millions)

$62 $444

8 1

$70 $445

2007
and thereafter

$2,131

161

$2,292

Following is a description of the Company's contingent commitments at December 31, 2002:

Guarantees include guarantees the Company has provided on certain lease and operating commitments
entered into by formerly oivned entities and joint ventures in which TWE is a venture partner.

'fhe Cable segment provides letters of credit for several of its joint ventures. Should these joint
ventures default on their debts, TWE ivould be obligated to cover these costs to the extent of the letters
of credit. In addition, the Company provides for letters af credit aml surety bonds related to insurance

premiums and the Cable segment provides I'or letters of credit and surety bonds that are required by
certain local governments when cable is being!nstalled.

Guarantees

In November 2002, the FASB issued Interpretation No, 45, "Guarantor's Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others" ("FIN 45*'). FIN
45 requires that a liability be recorded in the guarantor's balance sheet upon issuance of a guaraniee. In
addition, FIN 45 requires disclosures about the guarantees that an entity has issued, including a reconciliation
of changes in the entity's product warranty liabilities. The initial recognition and initial measurement
provisions of FIN 45 are applicable on a prospective basis to guarantees issued or modified after December 31,
2002, irrespective of the guarantor's hscal year-end. The initial recognition and initial measurement provisions
af FIN 45 are not expected to have a material impact on thc Company's consolidated financial statements.
The disclosure requirements of FIN 45 are efi'ective for financial statements af interim or annual periods
ending after December 15, 2002; therefore, the Company has modified its disclosures herein as required.

Equity Method Investmmits

Except as otherwise discussed above, TIVE does not guarantee the debt of any of its investments
accounted for using the equity method of accounting. However, for certain of these investments, TWE may
continue to provide funding in excess of iimounts currently invested.

Filmed Entertainment Backlog

Backlog represents the amount of future revenue not yet recorded from cash contracts for the licensing of
theatrical and television product for pay cable, basic cable, network and syndicated television exhibition.
Backlog for Warner Bros, ivas approximateiy $3.2 billion at December 31, 2002, compared to approximately
$3.5 billion at December 31, 2001 (including amounts relating to the licensing af film product to TWE's
Netivorks segment of approximately $405 million at December 31, 2002 and approximately $433 million al

December 31, 2001).

Becmise backlog generally relates to contracts for the licensing of theatrical and television product which
have already been produced, the recognition of revenue for such completed product is principally only
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dependent upon the commencement of the availability period for tele«est under the terms of the related
licensing agreement. Cash licensing fees are collected periodically over the term of the related licensing

agreements or, as referenced above and discussed in more detail in Note 7 to the accompanying consolidated

financial statements, on an accelerated basis using a $500 million sccuritization facility. The portion of backlog

for whi h cash has not already been received has significant ofl-balance sheet asset value as a source of future

funding. Of the approximately $3.2 billion of backlog relating to Warner Bros. as of December 31, 2002, TWLi

has recorded $694 million of' deferred revemie on the accompanying consolidated balance sheet, representing
cash received through the utilization of the securitization facility and other advanced payments. The backlog
exclu es filmed entertainment advertising barter contracts, ivhich are also expected to result in the future.d
realizatio. . of revenues and cash through the sale of advertising spots received under such contracts.

MARKET RISK IVIANAGKMKNT

Market risk is the potential loss arising from adverse changes in market rates and prices, such as interest

rates, foreign currency exchange rates and changes in the niarket value of investments.

Interest Rate Risk

TIVE has entered into variable-rate debt iliat, at December 31, 2002, had an outstaniling balance ol'

approximately $1 458 billion. Based on T iVE's variable-rate obligations outstanding at December 31, 2001,
each 25 basis point increase or decrease in the level of interest rates would, respectively, increase or decrease
TWE's annual interest expense and related cash payments by approximately $4 million. Such potential
increases or decreases are based on certain simplifying assumptions, including a constant level of variable-rate
debt for all maturities and an immediate, across-the-board increase or decrease in the level of interest rates
ivith no other subsequent changes for the remainder of the period.

fWE has entered into fixed-rate public debt that, at December 31, 2002, had an outstanding balance of
approximatety $3.394 billion and a fair i'slue ol' $3.610 biflion. Based on TWE's fixed-rate debt obligations
outstanding at December 31, 2001, a 25 basis point increase or decrease in the level of interest rates would
decrease or increase the fair value of the fixed-rate debt by approximately $8 million. Such potential increases
or decreases are based on certain simplifying assumptions, inchiding a constant level and rate of fixed-rate
debt for all securities and an immediate across-the-board increase or decrease in the level of interest rates with

no other subsequent changes for the remainder of the period.

Foreign Currency Risk

AOL Tinie Warner uses foreign exchange contracts priinarily to hedge the risk that unremitted or futirre

license fees owed to TIVE domestic companies for the sale or anticipated sale of U.S. copyrighted products
abroad may be adversely affected by changes in foreign currency exchange rates. Similarly, the Conipany
enters into foreign exchange contracts to hedge film production costs abroad. As part of its overall strategy to

manage the level of exposure to the risk of foreign currency exchange rate fluctuations, AOL Time IVarner
hedges a portion of its foreign currency exposures anticipated over the ensuing fifteen-month period, including
those related to TIVE. At December 31, 2002, AOL Time IVarner had effectively hedged approximately 75%
of TIVE's estimated net foreign currency exposures that principally relate to anticipated cash floivs to be
remitted to the U.S. over the ensuing fifteen-month period (the "hedging period"). The hedging period covers
revenues expected to be recognized over the ensuing twelve-month period, hoivever, there is often a lag
betiveen the time that revenue is recognized and the transfer of 1'oreign-denominated revenues back into U.S.
dollars, iherefore, the hedging period covers fifteen months. To hedge this exposure, AOL Time Warner uses

foreign exchange contracts that generally have maturities of three inonths to fifteen months providing
continuous coverage throughout the hedging period. TWE is reimbursed by or reimburses AOL Time IVarner
for AOL Time Warner contract gains and losses related to TWE's foreign currency exposure. At Decem-
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ber 31, 2002, AOL Time Warner had contracts for the sale of $1.588 billion and the purchase of $1.341 billion

of foreign currencies at fixed rates. Of AOL Time VVarner's $247 million net sale contract position,
$811 mifiion of foreign currency exchange sale contracts and $732 rnifiion of the foreign exchange purchase
contracts related to TWE's foreign currency exposure, including net contracts for the sale of $73 milHon

Canadian dollars, $65 million of Japanese yen and $176 million of European currency and for the purchase of
$203 million of the British pound. At December 31,2001, TWE had contracts for the sale of $320 million and

the purchase of $130 miflinn of foreign currencies at fixed rates at December 31, 2001.

Based on AOL Time 'iVamer's outstanding foreign exchange contracts related to TIVE's exposure at
December 31,2002, each 5% devahiation of the U.S. dollar as compared to the level of foreign exchange rates
for currencies under contract at December 31, 2002 would result in approximately $4 million of net unrealized
losses on foreign exchange contracts. Conversely, a 5% appreciation of the U.S.dollar as compared to the level

of foreign exchange rates for currencies under contract at December 31;2002 would result in $4 million of net
unrealized gains on contracts. Consistent with the nature of the economic hedge provided by such foreign
exchange contracts, such unrealized gains or losses largely wou(d be ofi'set by corresponding decreases or
increases, respectively, in the dollar value of future foreign currency license fee payments that would be
received in cash within the hedemng period from the sale of U.S. copyrighted products abroad.

Equity Risk

The Company is exposed to market risk as it relates to changes in market value of its investments. The
Company invests in equity instruments of public and private companies for operational and strategic business

purposes, many of which are Internet and technology companies. These securities are subject to signiTicant

fluctuations in-fair market value due to volatility of the stock market and the industries in which the
companies operate. These securities, which are classified in "Investments, including availhble-for-sale
securities" on the accompanying consolidated balance sheet, include equity-method investments, investnients
in private securities, available-for-sale securities, restricted securities and equity derivative instruments. As of
December 31, 2002, the Company had $16 million of cost-method investments, primarily relating to private
equity securities, $142 niifiion of fair value investments, including $141 million of investments in public equity
securities held for purposes other than trading and $1 million of equity derivative instruments, and

$2.345 billion of investinents accounted for using the equity method of accounting.

CRITICAL ACCOIJNTING POLICIES

The Securities and Exchange Commission ("SEC") has recently issued Financial Reporting Release
No. 60, "Cautionary Advice Regarding Disclosure About Critical Accounting Policies" ("FRR60"), suggests
companies provide additional disclosure and commentary on those accounting policies considered most
critical. FRR 60 considers an accounting policy to be critical if it is important to the Company's financial
condition and results, and requires signiTicant judgment and estimates on the part of inanagement in its
app)ication. TWE believes the following represent the critical accounting policies of the Company as

contemplated by FRR 60. For a summaiy of afi of the Company's significant accounting policies, are included
in see Note 1 to the accompanying consolidated financial statements.

Accounting for GoodiviH and Other Intangible Assets

During 2001, the FASB issued FAS 142, ivhich requires that, etfective January I, 2002, goodwill,

including the goodwill included in the csirying value of investments accounted for using the equity method of
accounting, and certain other intangible assets deemed to have an indefinite useful life, cease amortizing.
FAS 142 requires that goodivifi and certain intangible assets be assessed for impairment using fair value

measurement techniques. Specifically, goodwill impairment is determined using a tivo-step process. The first

step of' the goodkvifl impairment test is used to identify potential impairment by comparing the fair value of a
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reporting unit. (generally, the Company's operating segment) ivith its net book value (or carrying amount),
including goodwill. If the fair vahie of a reporting unit exceeds its carrying amount, goodhvill of the reporting

unit is considered not impaired and the second step of the impairment test is unnecessary. If the carrying

amount of a reporting unit exceeds its fair value, the second step of the goodwill impairment test is performed

to measure the amount of impairment loss, if any. The second step of the goodhvill impairment test compares
the implied fair value of the reporting unit's goodwill with the carrying amount of that goodwill. If the carrying

amount of the reporting unit's goodivill exceeds the implied fair value of that goodwill, an impairment loss is

recognized in an amount equal to that excess. The implied fair value of goodivill is determined in the same

marner as the amount of goodivill recognized in a business combination. That is, the fair value of the reporting

unit is allocated to all of the assets and liabilities of that unit (including any unrecognized intangible assets) as

if the reporting unit had been acquired in a business combination and the fair value of the reporting unit was

the purchase price paid to acquire the reporting unit. The impairment test for other intangible assets consists

of a comparison of the 1'air value of the intangible asset with its canying value. If the carrying vahie of the

intangible asset exceeds its fair value, an impairment loss is recognized in an amount equal to that excess.

Determining the fair value of a reporting unit under first step of the goodwill impairment test and

deetermining the fair value of individual assets and liabilities of a reporting unit (including unrecognized

intangible assets) under the second step of the. goodwill impairment test is judgmental in nature and often

involves the use of significant estimates and assumptions. Similarly, estimates and assumptions are used in

d etermining the fair value of other intangible assets. These estimates and assumptions could have a significant

impact on whether or not an impairment charge is recognized and also the magnitude of any such charge. To
assist in the process of determining goodwill impairment, the Company obtains appraisals from independent

valuation firms. In addition to the use of independent valuation firms, the Company performs internal analyses

and considers other market information that is publicly available. Estimates of fair value are priinarily

d etermined using discounted cash flows and market comparisons and recent transactions. These approaches
use significant estimates and assumptions including projected future cash flows (incluiling timing), discount

rate reflecting. the risk inherent in future cash flows, perpetual growth rate, determination ol' appropriate
market comparables and the determination of whether a premium or discount should be applied to

comparables.

During the first quarter of 2002, upon adoption of FAS 142, the Company completed its initial

impairment review and recorded a $21.763 billion non-cash pre-tax charge for the impairment of goodivill,

substantially all of ivhich was generated in the Merger. During the fourth quarter of 2002, the Company
performed its annual impairment revieiv and recorded an additional $2.355 billion charge to reduce the

carrying value of goodivill. The $21.763 billion charge is reflected as a cumulative effect of an accounting

change and the $2.355 billion charge is reflected as a component of operating income in the accoinpanyininpan ing

consolidated statement of operations.

As previously discussed, the TWE's $2.355 billion goodivill impairment charge recognized in the fourth

q arter of 2002, reflected the fair value of the Company's operating divisions as of December 31, 2002. As
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encouraged by FRR 60, the following table illustrates the hypothetical goodwill impairment charge assuming
hotly an increase and decrease in the fair value of each of the Company's operating divisions by 10%.

Assuniing 10'ya Actual dn Quarter Assuming 10%
Increase in Fair Value impairment Charge Decrease in Fair Value

(millions)

$2,355 $2,355 $2,355Cablei'l . . . , . . . . ,

Fihned Entertainment

Netivorks. . . . . . . . . . . .
Total. . . $2,355 $2,355 $2,724

it Assuming a decline in fair value of lpu would not impact the amount of goodwill impairmenl because the carrying amount of goodiria ias reduced to
sero as a result of thc actnal fourth quaner inipaimient charge. The analysis does not consider any parentis! impairments rusting to indefinite lived

intangibles

Investments

The Company's investments comprise of fair value investments, including available-for-sale investments,
investments accounted for using the cost method of accounting and investments accounted for using tlie equity
method of accounting. A judgmental aspect of accounting for investments involves determining whether an

other-than-temporary decline in value of the investment has been sustained. If it has been determined that an

investment has sustained an other-than-temporary decline in value, the investmerit is written down to its fair
value, by a charge to earnings. Such evaluation is dependent on the specihc facts and circumstances. Factors
that are consideied by the Company in determining tvhether an other-than-temporary decline in value has
occurred include: the market value of the security in relation to its cost basis; the financial condition of the
investee; and the intent and ability to retain the investment for a sufficient period of time to alloiv for recovery
in the market value of the investment.

In evaluating the factors above for available-for-sale securities, management presumes a decline in value

to be other-than-temporary if the quoted market price of the security is 20%o or more below the investment's
cost basis for a period of six months or more (the "20% criteriao) or the quoted market price of the security is
50% or morc beloiv the security's cost basis at any quarter end (the o50% criteria"). Hoivever, the
presumption of an other-than-temporary decline in these instances may be overcome if there is persuasive
evidence indicating that the decline is temporary in nature (e,go strong operating performance of investee,
historical volatility of investee, etr;. ). Additionally, there may be instances where impairment losses are
recognized even if the 20% and 50%o criteria are not satisfied (e.go plan to sell the securi ty in the near term and
the fair value is below the Company's cosi basis).

For investments accounted for using the cost or equity method of accounting, management evaluates
information (e.g., budgets, business plans, financial statements, etc.) in addition to quoted market price, if
any, in determining vvhether an other-than-temporary decline in value exists. Factors indicative of an other-
l ban-temporary decline include recurring operating losses, credit defaults and subsequent rounds of financings
at an amount below the cost basis ol' tile investment, This list is not all inclusive and management weighs all

quantitative and qualitative factors in determining if an other-than-temporary decline in value of an
in~estment has occurred.

TVhile TAVE has recognized all declines that are believed to be other-than-temporary, which ivere not

material in 2002, it is reasonably possible that individual investments in the Company's portfolio may

experience an other-than-temporary decline in value in the future if the nnderlying investee experiences poor
operating results or the U.S. equity markets experience future broad declines in value.
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Revenue and Cost Recognition

There are two areas related to revenue and cost recognition svhich incorporate significant judgment and
estimates by manhgement —the accounting for multiple-element arrangements and the amortization of film
costs resulting from the determination of revenue ultimates under the film accounting rules.

Mtltipfe-Eletnent Transactions

Multiple-Element transactions within TWE fall broadly into two categories:

1. Contemporaneous purchases and sales. In these transactions, TWE is selling a product or service to a
customer and at the same time purchasing goods or services from that customer or making an investment in
the customer;

2. Sales of multiple products or services. In these transactions, TAVE is selling multiple products or services to
a counterparty,

Contemporaneous Purchases and Sales

In the normal course of business, TWE enters into transactions where it is purchasing a product, service
or making an investment in a vendor and at the same time it is negotiating a contract for the sale of advertising
to the vendor. For example, when negbtiating programming arrangements with cable networks, TWE will, at
times, simultaneously negotiate for the sale of advertising to the cable network. This arrangement may be
documented in one contract or may be documented in two separate contracts; whetl'ter there are one or ttvo
contracts, these arrangements are nego'tiated simultaneously, In accounting for these arrangements, TWE
looks to the guidance contained in the following authoritative literature:

~ APB Opinion No. 29, "Accounting for Nonmonetary Transactions" (APB 29)f and
~ EITFITF 01-09, "Accounting for Consideration Given by a Vendor to a Customer" (EITF 01-09).
TWE measures these transactions based on the resp«ctive fair values of the goods or services purchased

and the goods or services sold. If TWE is unable to determine the fair value of one or more of the element(s)
being purchased, then revenue. recognition is limited to the total consideration received for the products or
services sold less the amounts paid that can be supported. For example, if TWE sells advertising to a customer

cash and contemporaneously enters into an arrangement to acquire software for $2 milfion
from the satne customer, but fair value for the software cannot be reliably determined, TVVE would limit the
amount of revenue recognized related to the advertising sold to $8 million. As another example, if TWE sells
advertising to a customer for $10 million in cash and contemporaneously invests $2 million in the equity of
that same customer, but fair value for the equity investment is only determined to be $1 million, TIVE would
limit the amount of revenue recognized related to the advertising sold to $9 million. Accordingly, the! g n accounting for these arrangements impact the period revenues, expenses and net incomeiud ments tnade in acc
over the term of the contract.

In applying the above g *idance, one of the key judgments is determining the fair value of the respective
elements. In determining the fair value of the respective elements, the TWE refer to quoted market prices,
historical transacti 'ons or comparabi«cash transactions. For example, in detertnining the fair value of a non-
publicly traded equitv security purchased at the same time TIVE sells a good or a service to an investee, TWE
would look to what other investors, which do not have other contemporaneous transactions, have paid in the
most recent round of' financings with the investee. If the investment is publicly traded, fair value would be
determined b refe ey r nce to quoted market prices. In addition, the stated terms of a transaction are considered
to be at fair value hto the extent that pr!ce protection in the form of most favored nation clauses or similar
provisions has been received.
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Finally, in a contemporaneous purchase and sale transaction, evidence of fair value for one element of a
transaction ivill provide support for the fair value of the other element of a transaction, For example, if TWE
sells advertising to a customer and contemporaneously invests in the equity of that same custonier, evidence ot

the fair value of the investment ivould implicitly support the fair value of the advertising sold since there are
only tivo elements in the arrangement.

Sales of ivfultiple Products or Services

T'iVE's policy for revenue recognition in instances where there are inultiple elements heing sold at the
same time to the same counterparty is in accordance with the Frequently Asked Question Guide on SAB I IO

and is similar to the principles underl&dng the recently finalized EITF Issue No. 00-21, "Accounting for
Revenue Arrangemcnts with Multiple Deliverables. " Specilically, if TWE enters into sales contracts I'or the
sale of multiple products or services, then they evaluate whether or not they have objective fair value evidence
for each element of the transaction. If objective fair value evidence for each element of the transaction exists,
then each element of the transaction is accounted for independently as it is being delivered based on the
relevant revenue recognition accounting policies. Hovvever, if the objective fair value for one or more elements
of the transaction are unable to be determined, TWE generafiy recognizes advertising revenue on a straight
line-basis over the terin of the agreemeni.

Fil»ied E»rerrairr»rent Revenues i»rd Costs

An aspect of film accounting that requires the exercise of judgment relates to the process of estiniating
the total revenues to be received throughout a fihn's life cycle. Such estimate of a film's "ultimate revenue" is

important for tive reasons. First, while a film is being produced, and the related costs are being capitalized, it is

necessary for management to estimate the ultimate revenues, less additional costs to be incurred including
exploitation costs, in order to determine whether the value of a film has been impaired and thus requires an

immediate ivrite off of unrecoverable film costs. Second, the amount of capitalized film costs recognized as
cost of revenues for a given film as it is exhibited in various markets, throughout its life cycle, is based upon
the proportion of the film's revenues recognized for such period to the film's estimated ultimate total revenues.

Similarly, the recognition of participants and residuals is recognized based upon the proportion of the film's

revenues recognized for such period to the firn's estimated ultimate total revenues.

lvlanagement bases its estimates of ultimate revenue for each film on the historical performance of similar

hlms, incorporating factors such as the star pmver of the lead actors and actresses, the genre of the film and the
expected number of theatres at whicli the film will be released. Management updates such estimates based on

the actual results of each film. For example, a film which has resulted in lower-than-expected theatrical
revenues in its initial weeks of release ivould generally have its theatrical, home video and distribution ultimate
revenues adjusted downivard; a failure to do so would result in the umlerstatement of amortized film costs for
the period. Since the total film cost to be amortized for a given film is fixed, the estimate of ultimate revenues

impacts only the timing of film cost amortization.

Gross Versus Net Revenue Recognition

In the normal course of business, the Company acts an intermediary or agent with respect to certain

payments received from third parties. For exaniple, the Filmed Fntertainment segment distributes films on

behalf of independent lilm producers and our Cable segment collects taxes on behalf of franchising authorities.

The accountiirg!ssue encountered in these arrangements is whether the Company should report revenue

based on the "gross" amount billed to the ultimate customer or on the "net" amount received from the

customer after coinmissions and other inayments to third parties. To the extent revenues are recorded gross,
an&' cominissions or other payments to third parties are recorded as expenses so that the net mnount igross
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revenues, less expenses) flows through operating income. Accordingly, the impact on operating income is the
same, whether the Company records the revenue on a gross or net basis. For example, the Company's Cable
segment includes franchise taxes in a cable subscriber's monthly cable bill and reniits these amounts to the
local franchising authorities. Should the Cable segment record gross revenues received from the customer
(e.g. including the franchise taxes) or should they record the net revenues they keep excluding franchise taxes
submitted to the local authorities? In either case, the impact on operating income is the same.

Determining whether revenue should be reported gross or net is based on an assessment of whether the
Company is acting as the "principal" in a transaction or acting as an "agent" in thc transaction. To the extent
the Company is acting as a principal in a transaction the Company reports as revenue the payments received
on a gross basis. To the extent the Company is acting as an agent in a transaction the Company reports as
revenue, the payments received less commissions and other payments to third parties, i.e., on a net basis. The
determination of whether the Company is serving as principal or agent in a transaction is judgmental in nature
and based on an evaluation of the terms of an arrangement.

In deterniining ivhether the Company serves as principal or agent in these arrangements the Company
folloivs the guidance in EITF 99-19, "Reporting Revenue Gross as a Principal versus Net as an Agent"
("EITF99-19").Pursuant to such guidance, the Company serves as the principal in transactions in ivhich it
has substantial risks and rewards of oivnership. The indicators that the Company has substantial risks and
reivards of ownership are as folloivs:

~ The
~ The
~ The
~ The

The
~ The

The

Company
Company
Company
Company
Company
Company
Company

is the supplier of the products or services to the customer;
has inventory risk for fl product before it is sold;
has latitude in establishing prices;
has the contractual relationship ivith the ultimate customer;
modifies the product purchased to meet the ultimate customer specifications;
has discretion in supplier selection; and
has credit risk.

Conversely, pursuant to EITF 99-19 the Company serves as agent in arrangements where the Company
does not have substantial risks and reivards of ov, nership. The indicators that the Company does not have
substantial risks and rewards of ownership are as folloivs:

The supplier (not TWE) is responsible for providing the product or service to the customer;
The supplier (not TWE) has latitude in establishing prices;
The amount the Company earns is fixed; and

The supplier (not TWE) has credit risk.

Based on the above criteria and for our more signiTicant transactions that we evaluated, the Filmed
Entertainment segment records revenue from the distribution of films on behalf of independent film producers
on a gross basis and the Cable segment records revenue from the collection of franchise fees on a gross basis.

Sales Returns an&1 Uncollectible Accounts

One area of judgment affecting reported revenue and nei income is management's estimate of product
sales that will be returned and management's estimate of the amoi!nt of the receivables that &vill ultimately be
collected. In determining the estimate of product sales that will be returned, management analyzes historical
returns, current economic trends and changes in cusi!»ner demand and acceptance of TWE's products. Based
on this information, management reserves a percentage of each dollar of product sales that provide the
customer ivith the right of return.

Similarly, nianagement evaluates accounts receivables to determine if they will ultimately be collected.
In perfomiing this evaluation, significant judgments and estimates are involved, includmg an analysis of
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specific risks on a customer-by-customer basis for larger accounts and customers, and an analysis of
receivables aging that determines the percent that has historicafiy been uncollected by aged category. Based
on this infonuation, management reserves an amount that is belie;md to be uncollectible.

RISE FACTORS AND CAUTION CONCERNING FORWARD-LOOKING STATEMENTS

Risk Factors

If the events discussed in these risk factors occur, the Company's business, financial condition, results of
operations or cash fioivs could be materially adversely affected. In such case, the market price of the
Company's common stock could decline.

Teclnrologicai deveioparears ruay adversely nEecr tire Corapaa»'s comperitii'e posirioa aad limit irs ability
to protect r'ts vainable intellectual property rigbrs. TWE's businesses operate in the highly competitive,
consumer-driven and rapidly changing media and entertainment industries. These bnsinesses, as weH as the

industries generally, are to a large extent dependent on technological developments, including access to and

selection and viability of new technologies, and are subject to potential pressure from competitors as a result of
their technological developments. For example:

~ The Company's cable business may be adversely atTected by more aggressive than expected competi-
tion from alternate technologies such as satellite and DSL; by tire failure to choose technologies

appropriately; by the failure of new equipment, such as digital set-top boxes or digital video recorders,
or services, such as digital cable, high-speed data services and video-on-demand, to appeal to enough

consumers or to be available at prices consumers are willing to pay, to function as expected and to be
delivered in a timely fashion;

~ The Company's filnied entertainment and television network businesses may be adversely affected by
the 1'ragmentation of consumer leisure and entertainment time caused by a greater number of choices
resulting from technological developments, the impact of personal video recorder or other technologies
that have "ad-stripping" functions, and technological developments that facilitate the piracy of its
copyrighted works; and

Caution Regarding Fonvard-Looking Statements

The SEC encourages companies to disclose fonvard-looking information so tint investors can better
understand a company's future prospects and make informed investment decisions. This document contains
"fonvard-looking statements" within the meaning of the Private Securities Litigation Reform Act of 1995,
particularly siatements anticipating future groivth in revenues, EBITDA and cash fiow. IVords such as
"anticipates, " "estimates, " "expects, " "projects, " "intends, " "plans, " "believes" and words and terms of
similar substance used in connection with any discussion of future operating or financial performance identify

forward-looking statements. These fonvard-looking statements are based on management's present expecta-
tions and beliefs about future events. As with any projection or forecast, they are inherently susceptible to
uncertainty and changes in circumstances, and the Company is under no obfigation to, and expressly disclaim

any obligation to, update or alter its fonvard-looking statements ivhether as a result of such changes, new

information, future events or othenvise.

TAVE operates in highly competitiic, consumer-driven and rapidly changing media and entertainment
businesses. These businesses are afl'ected by government regulation, economic, strategic, political and social
conditions, consumer response to new and existing products and services, technological developments aud,

particularly in view ol' neiv technologies, the continued ability to protect iniefiectual property rights. TWE's
actual results could difier materially from management's expectations because of changes !n such factors.
Other factors aml risks could adversely alTect the operations, business or financial results of TW'E or its
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business segments in the future and could also cause actual results to difl'er from those contained in the
foiward-looking statements, including those identified in TVi'E's other filings with the SEC and the following:

For TtVE's cable business:

more aggressive than expected competition from new technologies and other types of video programming
distributors, including satellite and DSL;
increases in government regulation' of basic cable or equipment rates or other terms of service, such as
"digital inust-carry', "

open access or common carrier requirements; government regulation of other services,
such as broadband cable modem service;
increased difficulty in obtaining franchise renewals;
the failure of new equipment, such as digital set-top boxes or digital video recorders, or services, such as
digital cable, high-speed data services or video-on-demand, to appeal to enough consumers or to be
available at prices consumers are willing to pay, to functiori as expected and to be delivered in a timely
fashion;
theft of service from interception of cable transmissions;
fluctuations in spending levels by advertisers and consumers; and
greater than expecte&1 increases in programming or other costs.

For TrVE's filmed entertainment businesses:

the ability to contimie to attract and select desirable talent and scripts at manageable costs;
general increases in production costs;
fragmentation of consumer leisure and entertainment time and its possible negative efl'ects on the broadcast
and cable networks, which are significant customers of these businesses;
continued popularity of merchandising;
the uncertain impact of technological developments that may facilitate piracy of its copyrighted works;
the ability to develop a successful business model for delivery of feature fihns in a digital online
environment;
risks associated ivith foreign currency exchange rates;
ivith respect to feature films, the increasing marketing costs associated ivith theatrical film releases in a
highly competitive marketplace;
with respect to television programming, a decrease in denmnd for television programming provided by non-
affiliated producers; and
ivith respect to home video, the ability to maintain relationships ivith significant customers in the rental and
sell-through markets.

For TIVE's network businesses:

greater than expected programming or production costs;
public or cable operator resistance to price increases and the negative impact on premium programmers of
increases in basic cable rates;
increased regulation of distribution agreements;
the sensitivity of netivork advertising to economic cyclicality and to new media teclmologies;
the negative impact of consolidation among cable aml satellite distributors;
piracy of content by means of interception of cable and satellite iransmissions or Internet peer-to-peer tile
sharing;
the impact of personal video recorder "ad-stripping" functions on advertising sales and network branding;
the development of neiv technologies that alter the role of programming netivorks and services; and
greater than expected fragmentation of consumer vieivcrship due to an increased mimber of programming
services or the increased popularity of alternatives to television.
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For TWE generally, the overall financial strategy, including growth in operations, maintaining financial

ratios and a strong balance sheet, could be adversely ailected by decreased liquidity in the capital nmrkets,

including any reduction in the ability to access either the capital markets for debt securities or bank financings,

significant acquisitions or other transactions, economic slowdowns, the risk of war, and changes in the
Company's plans, strategies and intentions. In addition, lower than expected valuations associated with the
cash fiows and revenues at its segnrents may result in its inability to realize the value of recorded intangibles
and goodkvitt at those segments.
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ASSETS

TIME IVARNER KNTERTAINMKNT COMPANY, L.P.
CONSOLIDATED BALANCE SHEET

December 31,
(millions)

2002 2001

Current assets

Cash and equivalents

Receivables, including $657 and $501 million due front AOL Time Warner, less
alloivances of $1.177 billion and $910 million

Inventories .
Prepaid expenses

3,778

871

442

3,480

852

326

$1,012 $250

Total current assets

Noncurrent inventories and film costs

Investments, including available-for-sale securities

Property, plant and equipment

Intangible assets subject to amortization.

Intangible assets not subject to amortization

Goodwill .
Other assets

Total assets .

LIABILITIES AND PARTNERS' CAPITAL

6,103

2, 189

2,503

7,641

2,341

22,518

10,129

931

$54 355

4,908

2, 187

2,308

8,573

2,464

22,356

41,004

1,258

$85,058

Current liabilities

Accounts payable .
Participations payable

Programming costs payable

Debt due within one year .
Other current liabilities, including $1.187 and $1.022 billion due to

AOL Time Warner

Total current liabilities .
Long-term debt, including $2.084 and $1.734 billion due to

AOL Time IVarner

Other long-term liabilities, including $8 and $446 million due to
AOL Time tVarner

Minority interests .

Partners' capital

Contributed capital

Accumulated other comprehensive income (loss), net .
Partnership deficit

Total partners' capital

Total liabilities and partners' capital

$2,354 $2,218

1,343 1,014
439 455

8 2

2,713 2,616

6,857 6,305

6,947 8,049

2,546 3,108

888 2, 191

59,936 66,793

(166) (6)
(22,653) (1,382)

37,117 65,405

$54,355 $85,058

See accompanying notes.
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Revenues.

TIME WARNER ENTERTAINMENT COMPANY, L.P.
CONSOLIDATED STATEMENT OIl OPERATIONS

Years Ended December 31,
(millions)

2002 2001 2000

Subscriptions .
Advertising and commerce

Content and other

Total revenuesf'l .
Cost of revenuesi'l

Selling, general and administrativef'l

Amortization of goodwill and other intangible assets

Impairment of goodlvill .

Operating income (expense)

Interest expense, net . .
Other expense, nett'l

Minority interest income (expense)

$5,869

1,147

6,162

16,425

(11,204)

(2,408)

(150)
(2;355)

308

(401)
(357)
(28)

14,342 13,178

(9,327) (8,499)

(2,378) (2,454)

(2,668) (503)

(31)
(530)
(346)

36

1,722

(612)
(228)

82

$7,554. $6,591

1,195 1,188

7,676 6,563

Income (loss) before income tax expense, discontinued
operations and cumulative effect of accounting change .

Income tax expense

(478)
(157)

(871)
(127)

964

(157)

Income {loss) before discontinued operations and
cumulative elfect of accounting change .

Discontinued operations, net of tax.

Income {loss) before cumulative effect of accounting change

Cumulative effect of accounting change

Net income (loss)

(635)
1,179

544

(21,763)

(998)
(34)

(1,032)

$(21,219) $(1,032)

807

(54)

753

(524)

$ 229

" Includes the following income (expenses) resulting from transactions arith related companies:

Revenue .
Cost of revenues.

Selling, general and administralive

Interest income (e..pense), net

Other income (expense), net

$935 $934 $677
(322) (445) (276)
(287) (221) (210)

12 31 (7)
6 8 19
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TIME WARNER ENTERTAINMENT COMPANY, L.P.
CONSOLIDATED STATEMENT OI' CASH FLOIVS

Years Ended December 31,
(millions)

2002 200(

OPERATIONS

Net income (loss) ' .

Adjustments for noncash and nonoperating items:

Cumulative effect of accounting change

Impairment of goodwi)I

Depreciation and amortization.

Amortization of film costs .

Gain on sale of investments.

Equity in losses of investec companies after distributions . . . . . . .
Changes in operating assets and liabilities:

Receivables . . . . , . . . . . . . . . . . . . , , . . . . . . . . . . . . . . . . .
Inventories .

Accounts payable and other liabilities

Other balance sheet changes

Adjustments for noncash and nonoperating items, and changes in
operating assets and liabilities for discontinued operations. . . . . . .

Cash provided by operations

21,763

2,355

1,279 3,538

1,917 1,916

(38) (4)
22 334

524

1,260

1,676
1

275

(432) (414)
(1,937) (2,074)

659 (140)
444 (139)

(310)
(1,829)

394

(122)

~801) 600

4,012 2,585

478

2,576

$ (21,219) $ (1,032) $229

INVESTING ACTIVITIES
Investlnents and acquisitions .
Investments in available-for-sale securities . . . . . . . . . . . .
Capital expenditures from continuing operations. . . . . . . .
Capital expenditures from discontinued operations. . . . . .
Investment proceeds from available-for-sale securities. . .
Other investment proceeds

(297) (913)
(18)

(1,689) (1,604)

(206) (408)
3

85 32

(421)

{1,512)
(414)

209

Cash used by investing activities. (?,107) (2,908) (2,138)
FINANCING ACTIVITIES
Borrowings

Debt repayments

Capital and other distributions from discontinued operations, net

Capital and other distributions from continuing operations. . . . . . .
Other .

3,524

(4,113)
(11)

(527)

~16)

3,226

(2,541)

(59)
(359)

2,850

(2,399)
(52)

(1,048)

Cash provided (used) by financing activities . .
INCREASE {DECREASE) IN CASH AND EQUIVALENTS . .
CASH AND EQUIVALENTS AT BEGINNING OF PERIOD . .
CASH AND EQUIVALENTS AT KND OF PERIOD . .

~1,143)

762

250

267

(56)
306

$1,012 $250

~649)
(211)
517

$ 306

t't Includes nct income (losel from discontinued operations of 31.179 billion in 2002, S(ie) million in 200I and S(5C) million in 2000.

See accompanying notes.
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TIIV1E WARNER KNTKRTAINMKNT COMPANY, L.P.
CONSOIJDATKD STATEMENT OF PARTNERSIIIP CAPITAL

BALANCE AT DECEMBER 31, 1999
Net income

Foreign currency translation adjustments. . . . . . . . . . . . . . . . . . . . . .
Unrealized losses on securities

Realized and unrealized gains on.derivative financial instruments .

Comprehensi e income .
Stock option and tax-related distributions. . .
Other

$7,338

(Pdillioas)

$ (189)
229

(44)
(44)

8

149

(392)
9

Partnersltip
Conirtbnlect Earnings

Capital (Defictt)

Total
Partners'
Capital

$7,149

,229

(44)
(44)

8

149

(392)
20

BALANCE AT DECEMBER 31, 2000

Allocation of a portion of the purchase price in connection with
America Online-Time Warner merger to T1VE . . . . . . . . . . . . . .

7,349

59,444

(423) 6,926

74 59,518

Balance at December 31, 2000, adjusted to give ell'ect of America
Online-Time )Vainer merger

Net loss

Foreign currency translation adjustments. . . . . . . . . . . . . . . . . . . . . . . .

Unrealized losses on securities

Comprehensive Joss

Stock option and tax-related distributions . .
Other .

BALANCE AT DECEMBER 31, 2001

Reallocation of TWE goodwill to other segments of AOL Time
Warner upon atloption of FAS 142.

Net loss

Unfunded Accumulated Benefit Obligation. . . . . . . . . . . . . . . . . . .
Derivatives FX Gain/Loss.

Foreign currency translation adjustments. . . . . . . . . . . . . . . . , . . . .
Unrealized gain on securities.

66,793

66,793

(6,857)

(349)
(1,032)

1

(7)

(1,038)
(82)
81

(1,388)

(21,219)
(183)
(21)
35

9

66,444

(1,032)
1

(7)

(1,038)
(82)

81

65,405

(6,857)
(21,219)

(183)
(21)
35

9

Comprehensive loss

Distributions

Other .
BALANCE AT DKCKJPIBKR 31, 2002 $59,936

(21,379) (21,379)

(60) (60)

$(22,819) $ 37,117

See accompanying notes.
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TIME ttVARNER ENTERTAINMENT COMPANY, L.P.
NOTES TO CONSOLIDATED FINANCIAL STATElVIENTS

1. ORGANIZATION AND SUIyIMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of Business nrni Bnsis of Presentntion

Description of Business

AOL Time Warner Inc. ("AOL Time Warner" ) is the world's leading media and entertainment
company. AOL Thne Wanter was formed in connection with the merger of America Online, Inc. ("America
Online" ) and Time Warner Inc. ("Time Warner" ) which was consuntmated on January 11, 2001 (the
"Merger" ). As a result of the Merger, tkmerica Online and Time Warner each became a wholly-owned
subsidiary of AOL Time Warner.

A majority of AOL Time IVarner's interests in the Filmed Entertainment and Cable segments, and a
portion of its interests in the Networks segment, are held through Time Warner Entertainment Company, L.P.
("TWE" or the "Company" ).Prior to the change in ownership relating to the exercise of an option held by
AT&T Corp. ("AT&T") which is discussed below, AOL Time Warner owned general and litnited partnership
interests in TWE consisting of 74.49% of the pro rata priority capital ("Series A Capital" ) and residual equity
capital ("Residual Capital" ), and 100% of the junior priority capital ("Series B Capital" ). The remaining
25.51% limited partnership interests in the Series A Capital and Residual Capital of TWE were held by
subsidiaries of AT&T. AT&T's interest in TWE was recently acquired by Comcast Corp. ("Comcast") upon
consummation of the merger of Comcast and AT&T's broadband business in November 2002.

During the second quarter of 2002, AT&T exercised a one-time option to increase its ownership in the
Series A Capital and Residual Capital of TXVE. As a result, on May 31, 2002, AT&T's interest in the Series A
Capital and Residual Capital of TWE increased by approximately 2.13% to approximately 27.64% and AOL
Time Warner's corresponding interest in the Series A and Residual Capital of TWE decreased by
approxintatefy 2. 13% to approximately 72.36/o. In accordance with Staff Accounting Bulletin No. 51,
"Accounting for Sales of Stock of a Subsidiary, " AOL Time IVarner has refiected the pretax impact of the
dilution of its interest in TWE of approximately $690 million as an adjustment to paid-in-capital.

In August 2002, AOI. Time Warner and AT&T announced that they had agreed to restructure TWE.
The restructuring is expected to be completed on March 31, 2003. The TIVE restructuring will result in the
following: (i) AOL Titne Warner will acquire complete ownership of TWE's content assets (including
Warner Bros. and Home Box Office, which will become separate, wholly owned subsidiaries of the Company);
(ii) all of AOL Time Warner" directly-owned cable television system interests witt be contributed to a
separate company which will become a majority-owned subsidiary of AOL Time Warner and will be renamed
Time Warner Cable Inc. ("TIVC Inc."); (iii) TIVE will become a subsidiary of TIVC Inc. and vtill continue
to own the cable television system interests it previously osvned; (iv) Comcast will receive $2.1 billion in cash,
which the Company anticipates will be funded through a new credit facility at TIVC Inc, that has not yet been
established and AOL Time Warner equity securities valued at $1.5 billion; (v) a Comcast Trust will also
retain a 21% economic interest in the Company's cable business, through a 17,9%v direct ownership interest in
TIVC Inc. (representing a 10.79o voting interest) and a limited partnership interest in TWE representing a
4.7% residual equity interest; and (vi) AOL Time Warner will retain an overall 79% econonuc ittterest in the
cable business, through an 82.1% ownership interest in TWC Inc. (representing an 89.3% voting interest) and
a partnership interest in TIVE representing a 1% residual equity interest and a $2.4 billion preferred
componenb

Based upon its controlling voting interest in Time Warner Cable Inc. , AOL Time IVarner will consolidate
the results of Time IVarner Cable Inc. for accounting purposes. At the closing of the restructuring, it is
anticipated that Time IVamer Cable Inc. svill have approximately $8.1 billion in consolidated net debt and
preferred equity. Subject to market conditions, AOL Time Warner plans to conduct an initial public offiering
of Tinte Warner Cable Inc. soon after the restmcturing. It is anticipated that the first $2. 1 billion raised in any
sncn ofiering would be used to repay Time Warner Cable Inc/s debt incurred to fund the $2. 1 billion cash
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payment to Comcast. Thereafter, Comcast will have certain priority registration rights ivith respect to its stake
in Time YVarner Cable inc.

TWE, a Delaware limited partnership, classifies its business interests into three fundamental areas: Cable,
consisting principally of interests in cable television systems; Filmed Entertnintnettt, consisting principally of
interests in filmed entertainment and television production; nd /Ye/nor/ts, consisting principally of interests in
cable television and broadcast network programining. TWE also manages the cable properties wholly-owned

by AOL Time Warner and the combined cable television operations are conducted under the name of Time
Warner Cable,

Each of the business interests iidthin Cable, I'ilmed Entertainment and Netvvorks is important to TWE's
objective of increasing partner value tfirough the creation, extension and distribution of recognizable brands
and copyrights throughout the world. Such brands and copyrights include (I) Time Warner Cable, currently
the second largest operator of cable television systems in the U.S., (2) the unique and extensive film,

television and animation libraries of Wanter Bros. and trademarks such as the Looney Tunes characters and

Batman, (3) HBO and Cinemax, the leading pay-television services and (4) The WB Network, a national

broadcasting network launched in 1995 as an extension of the Warner Bros, brand and as an additional
distribution outlet for Warner Bros/s collection of children's cartoons and television programnung.

Basis of Presentation

Restrnctnring of TIVE-sf drnnce/Nen'/roose mtrl Rond Rttmter Pnrtnersliips

Prior to August I, 2002, the TAVE-Advance/Newhouse Partnership ("TWE-A/N'*) was oivned

approximately 64,go/o by TWE, the managing partner, 33.39o by the Advance/Newhouse partnership
("Advance/Newhouse" ) and 1.9% indirectly by AOL Time Warner. The financial position and operating
results of TWE-A/N were consolidated by AOL Time Warner and TIVE, and the partnership interest owned

by Advance/Neivhouse ives reflected in the consolidated financial statements of AOL Time Warner and TAVE

as minority interest. In'addition, prior to August I, 2002, Road Runner, a high-speed cable modem Internet
service provider, was oivned by TYVI Cable Inc. (a wholly-owned subsidiary of AOL Time Warner), TIVE
and TWE-A/N, ivith AOL Time Warner owning approximately 65% on a fufly attributed basis (i.e., af'ter

considering the portion attributable to the minority partners of TWE and TAVE-A/N). TIVE's interest in

Road Runner was accounted for using the equity method of accounting because of certain approval rights held

by Advance! Neivhouse.

On Jane 24, 2002, I'YVE and Advance/Newhouse agreed to restructure TWE-A/N, ivhich, on August 1,
2002 (the "Debt Closing Date" ), resulted in Advance/Newhouse assuming responsibility for the day-to-day
operations of certain TWE-A/N cable systems serving approximately 2.1 million subscribers located primarily
in Florida (the "Advance/Newhouse Systems" ).The restructuring is anticipated to be completed by the end
of 2002, tipon tire receipt of certain regulatory approvals. On the Debt Closing Date, Advance/Newhouse and

its afliliates arranged for a neiv credit facility to support the Advance/Newhouse Systems and assumed and

repaid approximately $7g0 million of TIVE-A/N's senior indebtedness. As of the Debt Closing Date,
Advance/Newhouse assumed responsibility for the day-to-day operations of the Advance/Newhouse Sys-
tems. As a result, TWE has deconsolidated the financial position and operating results of these systems.
Additionally, all prior period results associated svitli the Advance/Newhouse Systems, including the historical
minority interest allocated to Advance/Nesvhouse's interest in TIVE-A/N, have been reflected as a
discontinued operation for all periods presented. Under the new TWE-A/N Partnership Agreement, eifective
as of the Debt Closing Date, Advance/Newhouse's partnership interest tracks only the economic perforinance
of the Advance/Newhouse Systems, including associated liabilities, while AOL Time YVartier retains all of
thc econoniic interests in the other TWE-ttr/N assets and liabilities. The restructuring ives completed in

December 2002.
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As part oi the restructuring of TWE-A/N, on the Debt Closing Date, AOL Time Warner acquired
Advance/Newhouse's interest in Road Runner, thereby increasing 'fWE's ownership to approximately 82% on

a fully attributed basis. As a result of the termination of Advance/Newhouse's minority rights in Road
Runner, TWE has consolidated the financial position and results oi' operations of Road Runner with the
financial position and results of operations of TWE's Cable segment. As permitted under generally accepted
accounting principles, the Company has consolidated the results of Road Runner retroactive to the beginning
of 2002.

In connection ivith the TWE-A/N'restructuring, TIVE recognized a non-cash pretax gain of approxi-
mately $1.2 billion, ivhich related to the diiference betiveen the carrying value of T5VE's interest in the
Advance/Newhouse Systems and the fair value of TAVE's acquired interest in the non-Advance/Neivhouse

Systems. The gain was mitigated because a portion of T'iVE's investment in TWE-A/N, relating to AOL
Time Warner, was recently adjusted to fair value as part of purchase accounting for the Merger. The gain is
inchi ed as part of discontinued operations in the accompanying consolidated statement of operations for yeard

ended December 31, 2002.

America On//tte-Tittte IVnrtter /tferger

Ti!ie Merger has been accounted for by AOL Time Warner as an acquisition of Time Warner under the

purchase method of accounting for business combinations. Under the purchase inethod of accounting, the cost
of approximately $147 billion to acquire Time %Yarner, including transaction costs, was allocated to its

underlying net assets, including the net assets of TIVE to the extent acquired, based on their respective
estimated fair values. The excess of the purchase price over the estimated fair values of the net assets acquired
ivas recorded as goodivill. This allocation includes intangible assets, such as film and television libraries, cable
television franchises and brands and trademarks,

Discotttittnet/ Operations

T!'!ie Company's resuhs of operations have been adjusted to reflect the results ol' the Advance/Neivhouse
Systems as a discontinued operation for all periods presented herein. For 2002, for the six months ended
June 30, 2002 (e.g., the most recent reported period prior to the deconsolidation), the net impact of the
deconsolidation of these systems was a reduction of Cable's previously reported revenues, EBITDA and

operating income of $715 million, $333 million and $206 million, respectively. For the year ended
December 31, 2001, the net impact of the deconsolidation of these systems was a reduction of Cable's
revenues, EBITDA and operating income of $1.247 billion, $571 million and $313 million, respectively. For
the year ended December 31, 2000, the net impact of the deconsolidation of these systems was a reduction of
the Cable segment's previously reported revenues, EBITDA and operating income of $1.058 billion,
$484 million and $256 million, respectively. In addition, during 2002, the Company recognized a non-cash
pretax gain of $1.2 billion relating to the restructuring. As of December 31, 2001, the Advance/Newhouse
Systems had current assets and total assets of approximately $64 million and $2.7 billion, respectively, and
current liabilities and total liabilities of approxiinately $210 million and $963 million, respectively, including
debt assumed on tbe Debt Closing Date.

/Vair Accotttttittg Principles

Cumulative Efl'ect of Change in Film Accounting Principle

ln June 2000, TIVE adopted American Institute of Certified Public Accountants ("AICPA") Statement
of Position ("SOP") 00-2, "Accounting by Producers and Distributors of Films" ("SOP 00-2"). SOP 00-2
established new film accounting standards, including changes in revenue recognition and accounting for
advertising, de ': lopment and overhead costs. Specifically, SOP 00-2 requires advertising costs for theatrical
and television pioduct to be expensed as incurred. This compares to TWE's previous policy of first capitalizing
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and then expensing advertising costs for theatrical product over the ielated revenue streams. In addition,
SOP 00-2 requires development costs for abandoned projects and certain indirect overhead costs to be charged
directly to expense, instead of those costs being capitalized to film costs, which was required under thc
previous accounting model. SOP 00-2 also requires all film costs to be classified in the balance sheet as
noncurrent assets.

TIVE adopted the provisions of SOP 00-2, retroactively to the beginning of 2000. As a result, TWE's net
income includes a one-time, non-cash charge of $524 million, primarily to reduce the carrying value of its film

inventory. This charge has been 'reflected as a cunnilative effect of an accounting change in the accompanying
consolidated statement of operations.

Reveniie Classification Changes

Reftnbursetnent of nOut-of Pocket" fhvpenses

In January 2002, the Financial Accounting Standards Board ("FASB") Staff reached a consensus on

Emerging Issues Task Force ("EITF")Issue No. 01-14, "Income Statement Characterization of Reimburse-
ments Received for 'Out-of-Pocket' Expenses Incurred" ("EITF 01-14"). EITF 01-14 requires that
reimbursements receive&1 for out-of-pocket expenses be classified as revenue on the income statement and

EITF 01-14 was efl'ective for TWE in the first quarter of 2002 and required retroactive restatement of all

periods presented to reflect the neiv accounting provisions. This change in revenue classification impacts
TWE's Cable segment. As a result of applying the guidance of EITF 01-14, TWE's revenues and costs
presented herein were retroactively increased by an equal amount of $196 million in 2001 and $171 million in

2000.

Accounting for Goodwifl and Other Intangible Assets

During 2001, FASB issued Statement of Financial Accounting Standards No. 142 "Goodwill and Other
Intangible Assets" ("FAS 142"), which requires that, effective January 1, 2002, goodkvill, including the
goodivill included in the carrying value of investments accounted for using tlie equity method of accounting,
and certain other intangible assets deemed to have an indefinite useful life, cease amortizing. The new rules
also require that goodwill and certain intangible assets be assessed for impairment using fair value
measurement techniques. During the first quarter of 2002, the Company completed its initial impairment
review and recorded a $21.763 billion non-cash pretax charge for the impairment of goodwill, substantiaily afl

of which was generated in the Merger. The charge reflects overall market declines since the Merger was

announced in January 2000, is non-operational in nature and is reflected as a cumulative effect of an

accounting change in the acconipan)dng consolidated firiancial statements (Note 2).

During the fourth quarter of 2002, the Company performed its annual impairment review for goodwfll

and other intangible assets and recorded an additional non-cash charge of $2.355 billion, which is recorded as

a component of operating income in the accompanying consolidated statement of operations. The $2.355 bil-

lion charge reflects a reduction in the carrying value of goodwill at the Cable segment and reflects current
market conditions in the cable television industry, as evidenced by the decline in the stock prices of
comparable cable television companies.

The impairment charges are non-cash in nature and do not affect the Company's liquidity or result in the
non-compliance with respect to any debt covenants.

Variable Interest Entities

In January 2003, the FASB issued FASB Interpretation No. 46, "Consolidation of Variable Interest
Entities" ("FIN 46"), ivhicii requires variable interest entities (commonly referred to as SPE's) to be
consolidated by the primary beneficiary of the entity if certain criteria are met. FIN 46 is effective
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immediately for all new variable interest entities created or acquired after January 31, 2003. For variable
interest entities created or acquired prior to February I, 2003, the provisions of FIN 46 become effective for
the Coinpany during the third quarter of 2003. The Company anticipates that the adoption of FIN 46 will not
result in a material impact to TWE.

Stock-Baseil Compensation

In December 2002, the FASB issued Statement No. 148, "Accounting for Stock-Based Compensation,
Transition and Disclosure" ("FAS 148").FAS 148 provides alternative methods of transition for,".voluntary
change to the fair value base&1 method of accounting for stock-based employee coi,.pensation. FAS 148 also
requires that disclosures of the pro forma effect of using the fair vahie method of accounting for stock-based
employee compensation be displayed more prominently and in a tabular format. Additionally, FAS 148
requires disclosure of the pro forms effect in interim financial statements. The transition and annual disclosure
requirements of FAS 148 are effective for fiscal years ended beginning December 15, 2002. The interim
disclosure requirements of FAS 148 are elfective for interim periods beginning after December 15, 2002. The
adoption of the provisions of FAS 148 did not have an impact on the Company's consolidated financial
statements, however, the Company has inodified its disclosures herein as provided for in the new standard.

Exit and Disposal Activities

In July 2002, the FASB issued Statement No. 146, "Accounting for Costs Associated with Exit or
Disposal Activities" ("FAS 146").FAS 146 nullifies the accounting for restrncturing costs provided in EITF
Issue No. 94-3 "Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an
Activity (inchiding Certain Costs Incurred in a Restructuring). " FAS 146 requires that a liability associated
ivith an exit or disposaf activity be recognized and measured at fair value only when incurred. In addition, one-
time termination benefits should be recognized over the period employees will render. service, if the service
period required is beyond a minimum retention period. FAS 146 is elfective f'or exit or disposal activities
initiated after Deceinber 31, 2002. Management does not expect that the application of the provisions of
FAS 146 ivill have a material impact on the Company's consolidated financial stateinents.

1VIultiple Klenient Arrangements

In November 2002, the EITF reached a consensus on EITF No. 00-21, "Revenue Arrangements ivith
Multiple Delivcrables" ("EITF00-21").EITF 00-21 provides gnidance on hov: to account for arrangeinents
that involve the delivery or performance of multiple products, services and/or rights io use assets. The
provisions of EITF 00-21 will apply to revenue arrangements entered into in fiscal periods beginning after
June 15, 2003. The Company believes that its current accounting is consistent with the provisions of
EITF 00-21 and therefore does not expect that the application of the provisions of EITF 00-21 ivill hme a
material impact on the Company's consolidated financial statements.

Consideration Received from a Vendor by a Customer

In November 2002, the EITF reached a consensus on EITF No. 02-16, "Accounting for Consideration
Received from a Vemlor by a Custoiner" ("EITF 02-16"). EITF 02-16 provides guidance as to hoiv
customers sliould account for cash consideration received t'rom a vendor. EII F 02-16 presumes that cash
received from a vendor represents a reduction uf the prices of the vendor's products or services, unless the cash
received represents a payment for assets or services provided to the vendor or a reimbursement of costs
incuned by the customer to sell the vendor's products. The provisions of EITF 02-16 will apply to all
agreeinents entered into or modified after December 31, 2002. Ivtanagement does not expect the provisions of
EITF 02-16 to have a material impact on the Company's consolidated financial statements.
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Guarantees

In November 2002, thc FASB issued Interpretation No. 45, "Guarantor's Accounting and Disclosure

Requirenients for Guarantees, Including Indirect Guarantees of Indebtedness of Others" ("FIN 45").
FIN 45 requires that a liability be recorded in the guarantor's balance sheet upon issuance of a guarantee. In
addition, FIN 45 requires disclosures about the guarantees that an entity has issued, including a reconciliation

of changes in the entity's product warranty liabilities. The initial recognition and initial measurement

provisions of FIN 45 are applicable on a prospective basis to guarantees issued or modified after December 31,
2002, irrespective of the guarantor's hscal year-end. The initial recognition and initial measurement provisions

of FIN 45 are not expected to have a material impact on the Company's consolidated financial statements.
The disclosure requirements of FIN 45 are effectiv for financial statement: of interim or annual periods
ending after December 15, 2002; therefore, the Company has modified its disclosures herein as required.

Asset Retirement Obligations

ln July 2001, the FASB issued Statement No. 143, "Accounting for Asset Retirement Obligations"
("FAS 143").FAS 143 addresses the accounting and reporting for obligations associated with the retirement

of tangible Iong-lived assets and the associated asset retirement costs. FAS 143 became effective for TWE in
the first quarter of 2002. The provisions of FAS 143 did not have a material impact on TIVE's consolidated
financial statements.

Impaiitnent or Disposal of Long-Lived Assets

In August 2001, the FASB issued Statement No. 144, "Accounting for the Impairment or Disposal of
Long-Lived Assets" ("FAS 144").FAS 144 clarifies the accounting for the impairment of long-lived assets
and for long-lived assets to be disposed of, including the disposal of business segments and major lines of
business. FAS 144 became effective for TWE in the first quarter of 2002. The provisions of FAS 144 did not
have a material impact on TWE's consolidated financial statements.

Transfers and Servicing of Finaucial Assets and Extinguishments of Liabilities

In September 2000, FASB issued Statement No. 140, "Accounting for Transfers and Servicing of
Financial Assets and Extinguisbinents of Liabihties —a Replacement of FASB Statement No. 125"
("FAS 140").FAS 140 revises the criteria for accounting for securitizations and other transfers of financial
assets and collateral. In addition, FAS 140 requires certain additional disclosures. Except for the new

disclosure provisions, which ivere eff'ective for the year ended December 31, 2000, FAS 140 ivas effective for
the transfer of financial assets occurring after March 31, 2001. The provisions of FAS 140 did not have a
signiTicmit effect on TWE's consolidated financial statements.

Srirttnjor3I of Sigtnfrcont zt ccorrntiitg Policies

Basis of Consolidation and Accounting for Investments

The consolidated financial statements include 100% of the assets, liabilities, revenues, expenses, income,
loss and cash fiows of TWE and all companies in which TWE has a controlling voting interest ("subsidiar-
ies"), as if TWE and its subsidiaries were a single company. Intercompany accounts and transactions between
the consolidated companies have been eliminated. Significant accounts and transactions beta een TWE and its
partners and affiliates are disclosed as related party transactions (Note 15).

Investments in companies in which TWE has significant influence, but less than a controlling voting
interest, are accounted for using the equity method. This is generaiiy nresumed to exist when TWE oivns

between 20/o and 50% of the investee. Iiowever, in certain circumstances, T5VE's ownership percentage
exceeds 50% but TIVE accounts for the investment using the equity method because the minority
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shareholders hold certain rights which aliow them to participate in the day-to-day operation of the business.
Under the equity method, only TIVE's investment in and amounts due to an&i from the equity investee are
included in the consolidated balance sheet; only TWE's share of the invcstee's earnings is included in the
consolidated operating results; and only the dividends, cash distributions, loans or other cash receivetl from the
investee, additional cash investments, loan repayments or other cash paid to the investee, are included in the
consolidated cash flows. In circumstances where the Company's ownership in an investee is in the form of a
preferred security or otherwise senior security, TIVE's slmre in the investee's income or loss is determined by

applying the equity ntethod of accounting using the "hypothetical-liquidation-at-book-value" method. Under
the hypothetical-liquidation-at-book-value method, the investor's share of earnings or losses is determined
based on changes in the investor's claim in the net book value of the investee. Additionally, the carrying value

of investments accounted for using the equity method of accounting are adjusted downward to reflect any
other-than-temporary declines in value.

Investments in companies in tvhich TWE does not have a controlling interest, or an ownership and voting
interest so large as to exert significant influence, are accounted for as available-for-sale securities at market
value if the investments are publicly traded and there are no resale restrictions greater than onc year. If there
are resale restrictions greater than one year, or if the investment is not publicly traded, then th investment is
accounted for at cost. Unrealized gains and losses on investments accounted for at market value are reported
in the accompanying consolidated statement of partnership capital as a component of accumulated other
comprehensive income (loss) until the investment is sold, at which time the realized gain or loss is included in
income. Dividends and other distributions of earnings from both nmrket-value and investments accounted for
at cost are included in income when declared.

The eflect of any changes in TWE's ownership interests resulting from the issuance of capital by
consolidated subsidiaries or equity investees to unaffiliated parties is included in income.

fWE has certain accounts receivable facilities that provide for the accelerated receipt of cash on

available accounts receivables and licensing contracts. Tnese securitization transactions are accounted for as a
sale in accordance vvith FAS 140 because the Company relinquished control of the receivables. Since the
Company has relinquished control over these receivables and does not control the Qualifying SPE that holds
the receivables, the amounts held in these securitization facilities are not included in the consolidated financial
statements of the Company.

Investment Impairments

The Company's investments are comprised of fair value investments, including available-for-sale
investments, investments accounted for using the cost method of accounting and im'estments accounted for
using the equity method of accounting. A judgmental aspect of accounting for investments involves

determining whether an other-than-temporary decline in value of the investment has been sustained. If it has
been determined that an investment has sustained an other-than-temporary decline in its valne, the investment
is written down to its fair value, by a charge to earnings. Such evaluation is dependent on the specific facts and
circumstances. Factors that are considered by the Company in deterntining whether an other-than-temporary
decline in value has occurred include: the market value of the security in relation to its cost basis; the financial
condition of the investee; and the intent and ability to retain the investntent for a suflicient period of time to
allow for recovery in the market value of the investment.

In evaluating the factors above for available-for-sale securities, management presumes a decline in value
to be other-than-temporary if the ouoted market price of the security is 20% or more belcsv the investment's
cost basis for a period of six months or more (the "20% criteria") or the quoted market price of the security is

50% or more below the security's cost basis at any quarter end (the "50% criteria"). However, the
presumption of an other-than-temporary decline in these instances may be overcome if there is persuasive
evidence indicating that the decline is temporary in nature (e.g., strong operating perfonnance of investee,
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historical volatility ol' investee, etc.). Additionally, there may be instances where impairment losses are

recognized even if the 20% and 50% criteria are not satisfied (e.g., plan to sell the security in the near term and

the fair value is below the Company's cost basis).

For investments accounted for using the cost or equity method of accounting, management evaluates

information (e.g., budgets, business plans, financial statements, etc.) in addition to quoted market price, if

any, in determining ivhether an other-than-temporary decline in value exists. Factors indicative of an other-

than- temporary decline include recurring operating losses, credit defaults and subsequent rounds of financings

at an amount beloiv the cost basis of the investment. This list is not all inclusive and management weighs all

quantitative and qualitative. factors in determining if an other-than-temporary decline in value of an

investment has occurred.

Foreign Currency Translation

The financial position and operating results of substantially all foreign operations are consolidated using

the local currency as the functional currency. Local currency assets and liabilities are translated at the rates of

exchange on the balance sheet date, and local currency revenues and expenses are translated at average rates

of exchange during the period. Resulting translation gains or losses, are included in the accompanying

statement of partnership capital as a component of accumulated other comprehensive income (loss).

Use of Kstiiuates

The preparation of financial statements in conformity with accounting principles generally accepted in the

United States requires management to make estimates and assumptions that affect the amounts reported in

thc financial statements and footnotes thereto. Actual results could differ from those estimates.

Significant estimates inherent in the preparation of the accompanying consolidateil financial statements

include management's forecast of anticipated revenues and cash flows from investments and the distribution of

theatrical and television product in order to evaluate the ultimate recoverability of accounts receivable, film

inventory and investments recorded as assets in the consolidated balance sheet. Accounts receivable and sales

of home video product in the filmed entertainment industry are subject to customers' rights to return unsold

items. In addition, significant estimates have been used in accounting for business combinations accounted for

using the purchase method of accounting. Management periodically revieivs such estimates and it is

reasonably possible that management's assessment of recoverability of accounts receivable, individual films

and television product, and investments may change based on actual results and other factors.

Revenues aml Costs

Cable

Cable revenues are principally derived from video and high speed data subscriber fees and advertising.

Subscriber fees are recorded as revenue in the period the service is provided and advertising revenues,

including advertising purchased by programmers, are recognized in the period that the advertisements are

exhibited. Video programming costs are recorded as the services are provided. Launch fees received by the

Company from programming vendors are recognized as a reduction of expense over the life of the related

programming arrangement. Fees received from programming vendors representing the reimbursement of

marketing costs are recognized as a reduction of marketing expenses in the period such reimbursement are

receive&i

Ãeni orks

Netivork revenues are primarily derived from subscriber fees and advertising. Subscriber fees arv

recorded as revenue in the period the service is provided and advertising revenues are recognized in the period

that the advertisements are exhibited. The costs of rights to exhibit feature films and other programming on
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pay cable services during one or more availability periods ("programming costs") generally are recorded as
inventory ivhen the programming is initially available for exhibition, and are allocated to the appropriate
availability periods and amortized as the programming is exhibited.

Filmed Enrerlainmenr

Feature films are produced or acquired for initial exhibition in theaters followed by distribution in the
home video, pay cable, basic cable, broadcast network and syndicated television inarkets. Generally,
distribution to the tl!eatrical, home video and pay cable markets (the primary markets) is completed within
eighteen months of initial release. Thereafter, feature films are distributed to the basic cable, broadcast
network and syndicated television inarkets (the secondary markets). Theatrical revenues are recognized as the
films are exhibited. Home video revenues, less a provision for returns, are recognized ivhen the home videos
are sold. Revenues from the distribution of theatrical product to cable, broadcast netivork and syndicated
television markets are recognized ivhen the films are available to telecast.

Television films and series are initially produced for the broadcast netivorks, cable netivorks or first-run
television syndication (the primary markets) and may be subsequently licensed to foreign or domestic cable
and syndicated television markets (the secondary markets). Revenues from the distribution of television
product are recognized when the films or series are available to telecast, except for barter agreements ivhere
the recognition of revenue is deferred until the related advertisements are exhibited.

License agreements for the telecast of theatrical and television product in the cable, broadcast network
and syndicated television markets are rou'tinely entered into ivell in advance of their available date for telecast,
which is generally determined by the telecast privileges granted under previous license agreements. Accord-
ingly, there are significant contractual rights to receive cash and barter under these licensing agreements. For
cash contracts, the related revenues will not be recognized until such product is available for telecast under the
contractual terms of the related license agreement. For barter contracts, the related revenues vvifl not be
recognized until the product is available for telecast and the advertising spots received under such contracts
are either used or sold to third parties. All of these contractual rights for which revenue is not yet recognizable
is referred to as "backlog. "

Inventories of theatrical and television product are stated at the lower of unamortized cost or net
realizable value. Cost principally consists of direct production costs and production overhead. A portion of the
cost to acquire Time IVarner in 2001, including Time Warner's interest in TIVE, ives allocated to its theatrical
and television product, including an allocation to purchased program rights and product that had been
exhibited at least once in all markets ("Library" ). Library product is amortized on a straight-line basis over
twenty years, ivhich approximated the use of the film-forecast meihod. Individual films and series are
amortized, and the related participations and residuals are accrued, based on the proportion that current
revenues froin the film or series bear to an estimate of total revenues anticipated from all markets. These
estimates are revised periodically and losses, if any, are provided'in full. Fihn inventories generally include the
unamortized cost of completed theatrical and television filnis, theatrical filins and television series in

production pursuant to a contract of sale, film rights acquired for the home video market, advances pursuant to
agreements to distribute third-party films and the Library.

Barter Transacriorrs

TWE enters into transactions that exchange advertising for advertising. Such transactions are recorded at
the estimated fair value of the advertising received or given in accordance with the provisions of the F.ITF
Issue No. 99-!7, "Accounting for Advertising Barter Transactions. " In addition, TWF. enters into transactions
that exchange advertising for products and services, which are accounted for similarly. Revenue from barter
transactions is recognized when advertising is provided, and services received are charged to expense when
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used. Barter transactions are not material to the Conipany's consolidated statement of operations for all

periods.

Muttt)tie-Flentent Arrartgentents

TAVE enters into transactions where it is purchasing a product, service or making an investment in a
vendor and at the same time it is negotiating a contract for the sale of advertising to the vendor. For example,
when negotiating programming arrangements with cable networks, TWE ivill, at times, simultaneously

negotiate for the sale of advertising to the cable netivork. This arrangement may be documented in one

contract or may be documented in two separate contractsi whether there are one or two contracts, these

arrangements are negotiated siinultaneously. In accounting for these arrangements, T5VE looks to the

guidance contained in the following authoritative literature.

APB Opinion No. 29, "Accounting for Nonmonetary Transactions" (APB 29); and

EITF 01-09, "Accounting for Consideration Given by a Vendor to a Customer" (EITF 01-09).

TWE measures these transactions based on the respective I'air values of the goods or services purchased
and the goods or services sold. If TWE is unable to determine the fair value of one or inure of the element(s)
being purchased, then revenue recognition is liinited to the total consideration received for the products or
services sold less amounts paid. The accounting for these transactions requires significant judgments and

estimates, which are further discussed in Critical Accounting Policies.

Advertising Costs

TYVE expenses advertising costs for theatrical and television product as incurred in accordance ivith

AICPA SOP 00-2. In accordance with AICPA SOP 93-7, "Reporting on Advertising Costs, " other
advertising costs, including advertising associated ivith the launch of new cable channels and products, are
expensed upon the first exhibition of the advertisement. Advertising expense was $1.8 billion in 2002,
$1.5 billion on historical basis in 2001 and $1.3 billion in 2000.

Cash and Kquimlents

Cash equivalents consist of commercial paper and other investments that are readily convertible into cash
and have original maturities of three months or less. Cash equivalents are carried at cost, which approximates
fair value.

Derivative and Financial Iustruments

Efi'ective July 1, 1998, TWE adopted FASB Statemeiit No. 133, as aniended by FASB Statement
No. 138, "Accounting for Derivative Instruments and Iledging Activities" ("FAS 133").FAS 133 requires
that all derivative instruments be recognized on the balance sheet at fair value. In addition, FAS 133 provides
that for derivative instruments that qualify for hedge accounting, changes in the fair value ivill either be offset
against the change in fair value of the hedged assets, liabilities, or hrm commitments through earnings or
recognized in the accompanying consolidated statement of partnership capital as a component of accumulated
other comprehensive income (loss) until the hedged item is recognized in earnings, depending on whether the
derivative is being used to hedge changes in fair value or cash floes. The ineffective portion of a derivative's

change in fair value ivill be immediately recognized in earnings. The adoption of FAS 133 did not have a

material effect on TIVE's consolidated financial statements (Note 12).

The carrying value of T5VE's financial instruments approximates fair value, except for difierences with

respect to Iong-term, fixed-rate debt (Note 7) and certain diflerences relating to investments accounted for at

cost and other linancial instrunients that are not significant (Note 5).The fair value of financial instruments is

generally determined by reference to market values resulting from trading on a national securities exchange or
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in an over-the-counter market. In cases where quoted market prices are not available, fair value is based on

estimates using present value or other valuation techniques.

Property, Plant and Equipment

Property, plant and equipment are stated at cost. Additions to cable property, plant and equipment

generally include material, labor, overhead and interest. Depreciation is provided generally on the straight-line

method over useful lives ranging up to thirty years for buildings and improvements and up to sixteen'years for

furniture, fixtures and other equipment. For cable television plant upgrades and cable converters and modems,

depreciation is provided generally over useful lives of 16 and 3-5 years, respectively. Property, plant and

equipment consists of'.

December 32,

Land and buildings

Cable television equipment

Furniture. fixtures and other equipment

I.ess accumulated depreciation.

'1 otal

2002 200\

tmittiens)

$ 895 $ 923

7,695 8,769

1,356 1,252

(2,305) (2,371)

$7,641 $8,573

The Company periodically reviews the carrying value of its long-lived assets, including property, plant and

equipment, whenever events or changes in circumstances indicate that the carrying value may not be

recoverable. To the extent fair value of a long-lived asset, determined based upon the estimated future cash

inflows attributable to the asset, less estimated future cash outflows, are less than the carrying amount, an

impairment loss is recognized.

Goo&hvill and Other IntangiMe Assets

As a creator and distributor of branded information and entertainment copyrights, TWE has a significant

and grovving number of intangible assets, including goodwill, cable television franchises, film and television

libraries and other copyrighted products and trademarks. In accordance vvith generally accepted accounting

principles, T'rVE does not recognize the fair value of internally generated intangible assets. Costs incurred to
create and produce copyrighted product, such as feature films and television series, generally are either

expensed as incurred, or capitalized as tangible assets, as in the case of cash advances and inventoriable

product costs. However, accounting recognition is not given to any increasing asset value that inay be

associated with the collection of the underlying copyrighted material. Additionally, costs incurred to create or
extend brands generally result in losses over an extended development period and are recognized as a
reduction of income as incurred, v:hile any corresponding brand value created is not recognized as an

intangible asset in the consolidated balance sheet. On the other hand, intangible assets acquired in business

combinations accounted for by the purchase method of accounting are capitalized and amortized over their

expected useful life as a non-cash charge against future results of operations. As of January 1, 2001, in

connection vvith the Merger, the intangible. assets of Time Warner, including the significant value of internally

generated intangible assets of TAVE to the extent acquired, were recorded at fair value on AOL Time 'rVarner's

and TWE's consolidated balance sheets. However, increases in the fair value of TV'E's intangible assets to the

extent they rveren't acquired in the Merger or increases in the fair value or creation of intangible assets related

to TWE businesses subsequent to the consummation of the iVferger, are not reflected on AOI Time 5Varner's

or TWF.'s consolidated balance sheet.

As discussed previously, FAS 142, which became eflective on January 1, 2002, required that goodwill and

certain other intangible assets deenred to have an indefinite useful life cease amortization. As a result, a
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substantial portion of!he Company's good&vill and intangible assets, including cable and television franchises
and brands and trademarks cease amortizing. However, TAVE continues to amortize intangible assets that are
deemed to have a finite useful life, including film and television libraries and customer lists which are
amortized over &veighted average useful lives of 17 and 5 years, respectively. Amortization of good&vill and

intangible assets was $150 million in 2002, $2.668 billion in 2001 and $503 million in 2000. Accumulated
amortization of good&vill and intangible assets at December 31, 2002 was $2.175 billion, $3.859 billion in 2001
and $4.445 billion in 2000.

TIVE period!cally revieivs the carrying value of acquired intangible assets, including good&vill. to
determine whether impairment may exist. FAS 142 requires that goodwill and certain intangible assets be
assessed for impairment using fair value measurement teclmiques. Specifically, goodwill impairment is
determined using a two-step process. The first step of the goodwill impairment test is used to identify potential
impairment by comparing the fair value of a reporting unit with its carrying amount, including goodwill. If the
fair value of a reporting unit exceeds its carrying amount, good&vill of the reporting unit is considered not

impaired and the second step of the impairment test is unnecessary. If the carrying amount of a reporting unit

exceeds its fair value, the second step of the good&vill impairment test is performed to measure the amount of
impairment loss, if any. The second of the goodwill impairment test compares the implied fair value of the

reporting unit's goodwill with the carrying amount of that goodwill. If the carrying amount of t'he reporting
unit's goodwifl exceeds the implied fair value of that goodwill, an impairment loss is recognized in an amount

equal to that excess. The implied fair value of goodwili is determined in the same manner as the amount of
goodwill recognized in a business combination. That is, the fair value of the reporting unit is aflocated to al! of'

the assets aml liabilities of that unit (including any unrecognized intangible assets) as if the reporting unit had
been acquired in a business combination and the fair value of the reporting unit was the purchase price paid to
acquire tne reporting unit. The impairment test for other intangible assets not subject to amortization consists

of a comparison of the fair value of the intangible asset with its carrying value. If the carrying value of the

intangible asset exceeds its fair value, an impairment loss is recognized in an amount equal to that excess. For
intangible assets subject to amortization, to the extent the fair value of the intangible asset, determined based
upon the estimated future cash floivs attributable to the asset less estimated future cash outflo&vs, are less than

the carrying amount, an impairment loss is recognized. The determination of impairment of goodwill and other
intangible assets requires significant judgments and estimates, which is further discussed under Critical
Accounting Policies.

Income Taxes

As a Dela&vare limited partnership, T'&VE is generally not subject to U.S. federal and state income
taxation. Ho&vevrr, certain of T'iVE's operations are conducted by subsidiary corporations that are subject to

domestic or foreign taxation. Income taxes are provided on the incon&e of such corporations using the liability
method prescribed by FASB Statement No. 109, "Accounting for Income Taxes."Under the liability method,
deferred income taxes reflect the tax effect of net operating loss and investment carryforwards and the net tax
effects of temporary differences between the carrying amount of assets and liabilities for financial statement
and income tax purposes, as determined under enacted tax la&vs and rates. The financial efl'ect of changes in

tax la&vs or rates is accounted for in the period of enactment. The subsequent realization of net operating loss
and investment tax credit car&yfoi&vards acquired in acquisitions accounted for using the, purchase method of
accounting is recorded as a reduction of good&vill.

Stock-Based Compensation

AOL Time IVarncr has various stock option plans under &vhich it may grant options to purchase AOI.
Time Warner common stock to employees of AOL Time Warner and TWE. The Co&npany folio&vs the
provisions of FASB Statement No. 123, "Accounting f'or Stock-Based Compensation" ("FAS 123").The
provisions of FAS 123 allow companies to either expense the estimated fair value of stock options or to
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continue to follcv. the intrinsic value metl. od set forth in Accounting Principles Board Opinion No. 25,
"Accounting for Stock Issued to Employees" ("APB 25") but disclose the pro forma eflects on net income
(loss) had the fair value of the options been expensed. AOL Time Warner has elected to continue to apply
APB 25 in accounting for its stock option incentive plans (Note 11).

In accordance with APB 25 and related interpretations, compensation expense for stock options is
recognized in income based on the excess, if any, of the quoted market price of the stock at the grant date of
the award ur other measurement date over the amount an employee must pay to acquire the stock. Generally,
the exercise price for stock options granted to employees of TWE equals or exceeds the fair market value of
AOL Time IVarner common stock at the dat of grant, thereby resulting in no recognition of compensation
expense by AOL Time Warner, nor charged to TWE. For awards that generate compensation expense as
defined under APB 25, the Company calculates the amount of compensation expense and recognizes the
expense over the vesting period of the award.

As previously discussed, in 2002 the FASB issued FAS 148. FAS 148 provides alternative methods of
transition for a voluntary change to the fair value based ntethod of accounting for stock-based employee
compensation. FAS 148 also requires that disclosures of the pro forms effect of using the fair value method of
accounting for stock-based employee compensation be displayed more promi!tently and in a tabular format.
Additionally, FAS 148 requires disclosure of the pro forma effect in interim financial statements. The
transition and annual disclosure requirements of FAS 148 are eflective for fiscal years ended after
December 15, 2002. The interim disclosure requirements of FAS 148 are effective for interim periods
beginning after December 15, 2002.

Had compensation cost for AOL Time Warner's stock option plans been determined based on the fair
vahre method set forth in FAS 123, TWE's allocable share of compensation cost would have decreased its net
income to the pro fonna amounts indicated below:

Years Ended December 31,
2002 2001 2000

Net income, as reported .
Deduct: Total stock-based employee compensation expense

determined under fair value based method for all awards . .

Pro forma net income

(millions)

$ (21,219) $ (1,032) $229

(292) (69) ~146)
$(21,516) $(1,101) $83

Comprehensive Income (Loss)

Comprehensive income (loss), which is reported on the accompanying consolidated statement of
partnership capital as a component of accumulated other comprehensive income (loss), consists of net income
(loss) and other gains and losses afl'ecting partners' capital that, under accounting prirrciples generally
accepted in the United States are excluded from net income (loss). For TWE, such items consist primarily of
unrealized gains and losses on marketable equity investments and foreign currency translation gains and losses.
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Derivative
I'ineneiei

111s i v U vive IIt
Losses

(in mr))tous)

$—Balance at December 31, 2000. . .

2001 activity. . . . . . . . . . . . . . . (7)

Balance nt December 31, 2001. . .
2002 activity. . . . . . . . . . . . . . . . . .
Balance at December 31, 2002. . .

35

(7)
9 (21 )

$ (21)

The following summary sets forth thc components of other comprehensiv'e

partners' capital:

Foreign Net
Currency Unreniized

Trensiniton Gnins {Losses!
Losses on Seeuvitie

Unfunded
Accumulated

Benefit
Oliilg, 'it)on

Accuniuleted
Other

Compvehensh e
Income (Loss)

(183)

$(183)

$

(6)

(6)
(160)

$(166)

income (loss) accumulated in

Reclassilications

Certain reclassilications have been made to the prior years' consolidated financial statements to conform
to the 2002 presentation.

2. GOODWILL AND IiilTANGIBLE ASSETS

As discussed in Note I, in January 2002, TWE adopted FAS 142, which requires companies to stop
amortizing goodwill and certain intangible assets with an indefinite useful life. Instead, FAS 142 requires that

goodwill and intangible assets deemed to have an indefinite useful life be revieiied for impairinent upon

adoption of FAS 142 (January 1, 2002) and an'nually thereafter.

Under FAS 142, goodwill iinpairment is deemed to exist if the net book value of a reporting unit exceeds
its estimated fair value. The Company's reporting units are generally consistent'ivith the operating segments
underlying the segments identified in Note 13 —Segment Information. This methodology dilfers from TWE's
previous policy, as permitted under accounting standards existing at that time, of using undiscounted cash
flows on an enterprisewide basis to determine if goodwill is recoverable.

Upon adoption of FAS 1",2 in the first quarter of 2002, TWE recorded a one-time, noncash charge of
$21.763 billion to reduce the carrying value of its goodivill. Such charge is nonoperational in nature 'and is

reflected as a cumulative efl'ect of an accounting change in the accompanying consolidated statement of
operations. In calculating the impairment charge, the fair value of the impaired reporting units underlying the
segments ivere estimated using either a discounted cash floiv methodology, market comparisons or recent
comparable 1ransactions or a combination thereof.

The $21.763 billion goodwill impairment is associated solely with goodwill resulting from the Merger.
The amount of the impairment primarily rcflects the decline in AOL Time Warner's stock price since the
Merger was announced and valued for accounting purposes in January of 2000. Prior to performing the review

for impairnient, FAS 142 required that all goodivifl deemed to be related to the entity as a ivhole be assigned
to al! of the Company's reporting units, including the reporting units of the acquirer. This differs from the
previous accounting rules ivhere goodwill v. as assigned only to the businesses of the company acquired: As a
resnlt, elfectide January 1, 2002, $6.857 biflion of the. goodwifl generated in the Merger, which was previously
allocated to the TWE segments, has been reallocated on a relative fair value basis to other segments of AOL
Time Warner.

During the fourth quarter of 2002, the Company performed its annual impairmen1 review for goodwill
and other intangible assets and recorded an additional charge of approximately $2.355 billion, ivhich is
recorded as a component of operating income in the accompanying consolidated statement of operations. The
$2.355 uiflinn is reliective of the overafl decline in market values and includes charges to reduce the carr)dng
vahve of goodwill at the Cable segment.
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The approximate $2.355 bilflon charge at the Cable segment reflects current market conditions in the

cable television imlustry, as evidenced by the decline in the stock prices of comparable cable television

compmlies.

saucer) I, Aequi itions A Cumulatire Ettecl of 4th t)natter December 31
2002n " Adjustntentsu' Accounting Change Impairment 2002

A summary of changes in the Company's goodwill during the year ended 2002, and total assets at

December 31, 2002, by business segment is as follows (millions):

Goodwill Total Assets
December 31,

2002

Cable . . . . . . . . . . . . . . $19,048 $75
Filmed Entertainment 6,165 6

Networkst'I . . . . . . . . . 8,934 20

$(16,768) $(2,355} $ — $29,990

(2,851) 3,320 13,276

(2,144) 6,809 10,240

Corporate . .
Total. . . . . . $34,147 $101 $(21,763) $(2,355) $10,129 $54,355

Reflects the reauocation of goodwill of Sd.g57 billion to other segments of AOL Time lVamer under FAS 142.

ln addrtion to the gooduill identified above, AOL Time Warner has recogmzed goodulll associated «ith deferred tax liabilities elated lo TIVE's

assets and liabilities Neither thc dcferrcd tax liabitities nor the corresponding good ill are ecorded in TWE's standalone linancial statements

because TlvE is generally not subject to U.S. Federal income taxation.

Includes impairrncnts at HBO (91.933 billion) and The WB Network (3211 mrllion).

Includes goodwill crealed in acquisitions consummated in 2002 as welt as adjustmcnts lo TIVE's p climinary purchase price allocation for several

acquisilions consummated in 2001.

The impairment charges are non-cash in nature and do not atfect the Company's liquidity or result in the

non-compliance of any debt covenants.

The Company's intangible assets and related accumulated amortization consisted of the following (in
millions):

As of December 31, 2002 As of December 31, 2001

Accumulated Accunrulated
Gross Anrorlization' Net Gross Amortization" Net

In(angibie assets subject fa
amortization:

Film library

Customer lists and other
intangible assets, . . . . .

Total. . . . . .
193

$2,722

(105) 88 204 (131) 73

$ (381) $ 2,341 $ 2,733 $ (269) $ 2,464

$ 2,529 $ (276) $ 2,253 $ 2,529 $ (138) $ 2,391

Intangible assefs uof sabj eel
fo amarfizafio&if

Cable television franchises' ) $21,685 $(1,256) $20,429 $21,911 $(1,644) $20,267

Brands, trademarks and other
intangible assets . . . . . . . . . 2, 150 (61) 2,089 2,150 (61) 2,089

Total. . . $23,835 $(1,317) $22,518 $24,061 ~$ 1,705) $22,356

Accumulated antortizstin I'or intangible assets not subject to amortization relates to anortization expense recognized prior to the adoption of
FAS Is2.

The change in cable leis ision I a chises primarily relates to the restruclunng of T)VE-A/N, htch resulted in the deconsolidation of the ross and

accumulat .". umonizaiion ialances relating to the cable telewsion franchise intangrble assets of the Advance/Newhouse Systems. The decline in tire

gross balance as offset in part by thc incrcasc in the carrying slue of Corn asl' indir ct interest in TIVE-AIN as part ot' the resttu turing.
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The Company recorded amortization expense of $150 million for the year ended 2002 cofnpared to
$2.668 billion for the year ended of 2001. Based on the current amount of intangible assets subject lo

amortization, the estimated amortization expense for each of the succeeding 5 years are as fofiows: 2003:
$149 million; 2004: $144 million; 2005: $183 million; 2006: $183 million; and 2007: $144 million. As

acquisitions and dispositions occur in the future and as purchase price allocations are finalized, these ainounts

may vary.

During the year ended of 2002, the Company acquired the follov/ing intangible assets (in millions):

Weigttted Avrrage
Amortization Period

Other intangible assets subject to amortization . . . . . . . . .
Cable television franchises not subject to amortization '

Total

$27 10-15 years

890 Indefinite

$917

The increase in cable television franchises primarily relates to the increase in the c. eying value of' Comes t's interest in TWE-A/N as pmt of a

restructurin of that partnershrp.

The 2001 and 2000 results on a historical basis do not reliect the provisions of FAS 142. Had TWE
adopted !AS 142 on Jammry 1, 2000, the historical net income (loss) ivould have been changed to the

adjusted amounts indicated beloiv:

year Ended

December 31, 2001 Decentber 31, 2000

(millions)
Net income Net inconie

(loss) (loss)

As reported —historical basis . .

Add: Goodwill amortization .
Add: Intangible amortization .

Add: Equity investee goodwill amortization

Discontinued operations

Adjusted .

$ (1,032)
1,673

853

133

41

$1,668

$229

119
324

44

62

$778

3. MERGER-REIATED COSTS

America Online-Time v/Yarner Merger

In connection ivith the lvlerger, TWE has revieived its operations and implemented several plans to
restructure its operations (nrestructuring plans" ). As part of the restructuring plans, T'tVE recorded a
restntcturing liability of $301 million during 2001. The restructuring accruals relate to costs to exit and

consolidate certain activities at T)VE, as ivell as costs to terminate employees across various business units.

Such amounts ivere recognized as liabilities assumed in the purchase business combination and inchided in

the allocation of the cost to acquire Time yVarner. Accordingly, such amounts resulted in additional goodwill

being recorded in connection ivith the Merger.

Of the total restructuring costs, $107 mifiion related to tvork force reductions and represented employee
terrmnation benefits. Employee termination costs occurred across most T tVE business units and ranged froni

senior executives to line personnel. The number of employees initially identified to be involuntarily terminated
or relocated approximated 1,600. As of December 31, 2002, approximately 800 of the terminations had

occurred. The remaining 800 terminations are no longer expected to occur. Because certain employees can
defer receipt of termination benefits, cash payfnents may continue after the employee has been terminated
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(generafly for periods up to 24 months). Employee termination payments of $19 million were made in 2001
and $29 million xvere. made in 2002. In addition during 2002, there ivere non-cash reductions in .the
restructuring accrual of $36 million, as actual employee termination payments ivere less than amounts
originally estimated. As of December 31, 2002, the remaining liability of approximately $23 million ivas
classified as a mirrent liability in the accompanying consolidated balance sheet.

The restructuring charge also includes approximately $194 million associated with exiting certain
activities. Specifically, T'rVE has exited certain under-performing operations, incluoing the Studio Stores
operations included in the Filmed Entertainment segment. The restructuring accrual associated with exil
activities specifically includes incremental costs and contractual termination obligations for items such as
leasehold termination payments and other facility exit costs incurred as a direct result of these plans, tvhich
will not have future benefits. Payments related to exit activities were approximately $88 million in 2001 and
$80 million were paid in 2002. In addition, there were non-cash reductions in the restructuring accrual of
approximately $11 million, as actual termination payinents were more than amounts originally estimated. As
of December 31, 2002, the remaining liability of $37 million was primarily classified as a current liability in the
accompanying consolidated balance sheet.

Selected information relating to the restructuring plans folloivs (in millions):

Employee
Terntinolion Exit Costs Total

Initial accruals

Cash paid —2001

Restructuring liability as of December 31, 2001 . .
Cash paid —2002

Noncash reductionsi'1 2002

Restructuring liability as of December 31, 2002. . .

$107 $194 $301

(i9) (88) (107)

$ 88 $106 $194

(29) (80) (109)
(23) (2) (26)

$ 36 $ 24 $ 60

t t Noncash reductions r present adj ctments to the restructuring accrual, and a corresponding reduction in good in, as actual costs related lo employee
termi a!tons and othe eut costs ere less than originally estimated.

Reytruetr!riirg Costs

During the year ended December 31, 2002, TWE incurred and accrued other restructuring costs of
$13 million that related to work force reductions and represented employee terniination benefits. The number
of employees expected to be terminated tvas approximately 210. As of December 31, 2002, substantiafly all the
terminations had occurred. The severed employees spanned the major departments and divisions of TIVE md
ranged from senior executives to line personnel. As of December 31, 2002, $2 miflion has been paid against
these accruals. The remaining $11 inillion is primarily classified as a current liability in the accompanying
consolidated statement of operations.

CABLE-RELATED TRANSACTIONS AND INVESTIV1ENTS

Restructuring of Tt!VK-Advance/Newhouse and Road Runner Par!Biership

Prior to August I, 2002, the TWE-A/N tvas oivned approximately 64.8% by T tVE, the managing partner,
33.3% by the Advance/Newhouse Partnership (oAdvance/Newhouseu) and 1.9% indirectly by AOL Time
Warner. The financial position and operating results of TWE-A/N ivere consolidated by TAVE, and the
partnership interest owned by Advance/Neivhouse was reflected in the consolidated financia! statements of
TWE as minority interest. In addition, prior to August I, 2002, Road Runner, a high-speed cable mod m
Internet service provit!er, xvas owned by TWI Cable Inc, (a whcfly owned subsidiary of AOL Time Warner),
ThVE and TWE-A/N, tvith AOL Time IVarner owning approximately 65% on a fully attributed basis (i.e.,
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after considering the portion attributable to the minority partners of TWE and TWE-A/N). AOL Time
Warner's interest in Road Runner ivas accounted for using the equity method of accounting because of certain
approval rights held by Advance/Nev, house.

On Jnne 24, 2002, TWE and Arlvance/Neivhouse agreed to restructure TWE-A/N, which, on August I,
2002, (the "Debt Closing Date" ) resulted in Advance/Newhouse assuming responsibility for the day-to-day
operations of certain TWE-A/N cable systems serving approximately 2.1 migion subscribers located primarily
in Florida (the "Advance/Newhouse Systems" ). On the Debt Closing Date, Advance/Newhouse and its
affiliates arranged for a neiv credit facility, which is independent of and not guaranteed by AOL Time Warner,
to support the Advance/Neivhouse Systems and assumed and repaid apprordniately $780 million of TIVE-A/
N's senior indebtedness. As of the Debt Closing Date, Advance/Newhouse assumed responsibility for the
day-to-day operations of the Advance/Newhouse Systems. As a result, TWE has deconsolidated the. financial

position and operating results of these systems. Additionally, all prior periorl results associated wifii the
Advance/Neivhouse Systems, including the historical minority interest allocated to Advance/Neivhouse's
interest in TWF.-A/N, have been refiected as a discontinued operation for all periods presented. Under the
new TWE-A/N partnership Agreement, ell'ective as ol' the Debt Closing Date, Advance/Newhouse's
partnership interest tracks only the economic performance of the Advance/Neivhouse Systems, including
associated liabilities, while TIVE retains all of the economic interests in the other T"iVE-A/N assets and
liabilities. The restructuring rvas completed on December 31, 2002.

Road Runner Restructuring

The high-speed online businesses of Time Warner Cable and ATgeT were managed in a separate venture
("Road Runner" ) in ivhich the common equity interests were collectively oivned 68.6% by TWI Cable Inc. ,
TWE and TWE-A/N and 31.4% by AT/kT. In addition, Microsoft Corp. and Compaq Computer Corp. each
owned a preferred equity interest in Road Runner that was convertible into a 10%v common equity interest (the
"Preferred Equity Interests" ). In December 2000, Time Warner announced that the ownership of Road
Runner ivould be restructured. As a result of the restructuring, TWE recognized a one-time restructuring
charge of $35 million in 2000 related to employee severance and payments to terminate contracts. This charge
is inchided in other expense, net, in the accoinpanying consolidated stateincnt of operations. Su bseqnent to the
restructuring, Road Runner ivas oivned by TVVI Cable Inc. , T'iVE and TWE-A/N, ivith TWL' owning

approximately 68% on a fully attributed basis (i.e., after considering the portion attributable to the minority
partners of TIVE-A/N). As of December 31, 2001, TWF. 's interest !n Road Runner continued to be
accounted for using the equity method of accounting because of certain approval rights held by Advance/
Neivhouse, a partner in TrVE-A/N.

As previously discussed, as part of the restructuring of TIVE-A/N, on the Debt Closing Date, AOL Time
IVarner efiectively acquired Advance/Newhouse's attributable interest in Road Runner, thereby increasing its
ownership to approximately 82% on a fully attributed basis. As a result of the termination of Advance/
Newhouse's minority rights in Road Runner, TWE has consolidated the financial position and results of
operations of Road Runner with tire financiul position and results of operations of TWE*s Cable segment. As
permitted under generally accepted accounting principles, the Company has consolidated the results of Road
Runner retroactive to the beginning of 2002.

In connection ivith the TWE-A/N restructuring, TIVE recognized a non-cash pretax gain of approxi-
mately $1.2 billion. The gain ivas calmilated as the dilference betueen the fair value received in the
restructuring (e.g., TWE's increased economic interest in the TtVE-A/N cable systems remaining under the

management of T'iVE) and the cart) ing value surrendered (e.g. tile carrying value of TWE's interest in the
Advance/Neivhouse Systems). lit order to determine fair value in 8 lition to internal analysis, the Company
obtained an appraisal from an independent valuation finn. The gain was mitigated because a portion of TIVE's
investment in TWE-A/N that related to AOL Time Warner's interests was recently ari iisted to 1'air value as
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part of purchase accounting for the Merger. The gain is included as part of discontinued operations in the
accompanJdng consolidated statement of operations for year ended December 31, 2002.

Cable Television System Joint Ventures

Time Warner Cable has a 50% interesl in a number of unconsolidated cable television systems that served
an aggregate 1.6 million subscribers and hail combined debt of approximately $2.1 billion as of December 31,
2002. Unconsolidated cable television joint ventures include AOL Time IVarner's investment in Texas Cable
partners, L.Po (oTexas Cable" ) tvhich as of December 31, 2002 served approximately 1.2 million subscribers,
and Kansas City Cable Partners (oKansas City Cable" ), which as of December 31, 2002 served approxi-
mately 306,000 subscribers. As of December 31, 2002, Texas Cable and Kansas City Cable had outstanding
debt of approximately $1.764 billion (including $268 million due to T'rVE) and $399 million, respectively.

5, INVKSTtVIENTS, INCLUDING AVAILABLK-FOR-SALE SECIJRITIES

TWE's investments, including available-for-sale securities consist of:

Equity method investments

Cost-method investlnents .

Fair-value method investments, including derivative instruments. . .
Total

December 31,
2002 2001

(millions)

$2,345 $2,084

16 13

142 211

$2,503 $2,308

ot The fair value of Ttva's cost-method and fair-value investment. , including equity denvative instruments, mas approximately $13$ million at
December 3I, 2002, and $224 million at December 3l, 200I.

Investment IVritedowns

The canying value of the Company's investments in its unconsolidated cable television system joint
ventures tvas adjusted uptvard in the Merger by over $1 billion. During 2002, the value of these investments
experienced a decline in value and during the fourth quarter, management determined that the decline in
value tvas other-than-temporary and recorded an impairment charge of $363 inillion to reduce the carrying
value of certain investments to fair value. In determining fair value, the Company considered the per
subscriber valuation of consolidated cable television systems that tvas used to determine the goodwill
impairment charge at the Cable segment in the fourth quarter of 2002, as well as per subscriber valuations of
unrelated cable television companies.

Equity-Method Investments

At December 31, 2002, investlnents accounted for using the equity method and the voting ownership
percentage held by TWE on a fully attributed basis included: Comedy Pariners, L.P. (50ogo owned), certain
cable system joint ventures and certain international cable and programming joint ventures (generally 25-509o
owned) and Courtroom Television Nettvork LLC (50% otvned). In 2001 and 2000, equity investee
information was additionally provided for Road Runner, tvhich is no longer accounted for under the equity
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method of accounting as of December 31, 2002, A summary of combined financial information as reported by
the equity investees of T'iVE is set forth below:

Yegis Ended December 31,
2002 2001 2000

tmiuionsl

Operating Resu! ts:

Revenues

Operating income (loss)

Net income (loss)

$2, 143 $1,701 $1,589

322 (58) 33

149 (183) (260)

Balance Sheet:

Current assets

Total assets

Current liabilities

Long-term debt .
Total liabilities.

Total shareholders' equity or partners' capital .

415

3,570

632

2,065

2,886

684

356 352

3,464 3,103

599 1,067

2, 108 2,018

2,904 3,170

560 (67)

The above table represents the combined financial information of entities in ivhich TAVE has an

investment accounted for using the equity method of accounting. These amounts are not the amounts rellected
on the Company's accompanying consolidated financial statements. Consistent with T'eVE's accounting policy
for investments accounted for using the equity method of accounting, as described in Note 1, TWE has
included approximately $2.345 billion in "Investments, including available-for-sale securities" on the

accompanying consolidated balance sheet, representing TWE's investment in and amounts due to and from

the equity investee. Similarly, the Company has recorded $24 million of income in oiher expense, net, in the
accompanying consolidated statemerit of operations, representing the Company's share in the pretax income

(loss) of the investees.

As discussed in Note 1, under the purchase method of accounting, the cost to acquire Time Warner was

allocated to its underlying net assets, including investmcnts accounted for using the equity method of
accounting, based on their estimated fair values. As a result, T5VE's investments accounted for using the

equity method of accounting ivere adjusted upivard by approximately $1.6 billion, including over $1 billion

relating to investments in certain cable television joint ventures. These adjustments, which approximate the
diflerence between TWE's carrying value in the investees and the Company's underlying equity in the net
assets of the investees, ivere amortized on a straight-line basis over a weighted-average useful life of 17 years.
Hoivever, as discussed in Note 1, upon adoption of FAS 142 in the first quarter of 2002, AOL Time Warner
ceased amortizing goodwill included in the carrying value of investments accounted for under the equity
method of accounting.

Gains on Sale of Interest in CanalSatellite

During 2000, Warner Bros. recognized a net pretax, investment-related gain of approximately $65 mil-

lion, principally relating to additional proceeds received in 2000 in connection with the 1999 sale of an interest
in CanalSatellite. This gain has been included in other expense, net, in the accompanying consolidated
statement of operations in 2000.
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6. INVENTORIES AND FILM COSTS

Inventories and film costs consist of'1

programming costs, less ainortization .
Merchandise .

Film costs —Theatrical:

Released, less amortization

Completed and not released.

In production .
Development and pre-production

Fihn costs —Television;

Released, less amortization .
Completed and not released.

In production . .

Development and pre-production .

Total inventories and film costs '

Less current portion of inventory n)

Total noncurrent inventories and film costs

602 650

94 285

458 346

39 36

160

165

69

5

123

95

59

2

3,060 3,039

871 852

$2, 189 $2,187

December 31,
2002 2001

(uiillions)

$1,314 $1,285

154 158

oi Docs not include $2.253 billion and $2.391 billion of nct film library costs as ot' December 31, 2002 and December 31, 2001, respectively, which arc

included in intimgible assets subject to amortization on the accompan&vng consolidated balance sheet. See Note 2.

Current inventory as of December 31, 2002 and December 31,2001 is comprised of programming inventory ai the Netivorks segment ($717 ndnion

and $69e million. mspectively) and videocucsettcs and DVI)s ai Ihc Filmed Entertainment segment ($154 million and $15$ million, respectively).

Excluding the Library, approximately 93/o of unamortized film costs for released films is expected to be

amortized within three years. Approximately $786 million of released and completed and not released film

costs are expected to be amortized during the next ttvelve months.
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7. LONG-TERM DEBT AND OTHER Ir'INANCING ARRANGEMENTS

I.ang-Ternr Debt

Lang-term debt consists of.

EVefghfed
Aierage

Interest Pale
ut December

31, 2002 51aturittes

2002
Conrmitted
Capacity

2002
Unused
Capacity

Outstanding Debt
at Decenrber 31,
2002 2001

(nntttans)

Bank creffit agreement debt and
commercial paper progmms

'
Fixeff-rate public debt. . . . . . . . . . .
Due to AOL Time Warner . . . . . .
Other fixed-rate obligational'I . . . .
Total. . . . . . . . . . . . . . . . . . . . . .
Debt due xvithin one yeart I. . .

1.92%

7.49%o

1.539o

2004-2007

2008-2033

2004

$10,801

3,394

2,084

19

16,298

(8)

$6,645

6,645

$1,458

3,394

2,084

19

6,955

(8)

$2,290

4,011

1,734

16

8,051

(2)

Total long-term debt. . . $16,290 $6,645 $6,947 $8,049

"Conrmire ed capacity and unused capacity in clud s apnroxi ma i sly S 1 0 billion of cash and ahori le rm in esr mense less Si I I million of outs landing le frere

oi credti
porrion of bank medii agreement snd commercial paper program's cmnmilred capacity can bc used by non T'rVE, AOL Time Warner scgmenrs. At

December 31, 2002, approximately S2.7 billion of commilred capacity xras used by non-TV'E segments.
r'r Includes obiigairons under capital leases.
'c' Deb! due uilhin one year relates lo other lixed-rate obligations.

Bank Credit Agreements and Commercial Paper Programs

8/0 Billion Revolving Credit Facilities

In July 2002, AOL Time Warner, together xvith certain of its consolidated subsidiaries, entered into txvo

new senior unsecured long-term revolving bank credit agreements with an aggregate borrowing capacity of
$10 billion (tbe "2002 Credit Agreements" ) and terminated two existing bank credit facilities with an

aggregate borrowing capacity of $12.5 billion (the "Old Credit Agreements" ), which xvere scheduled to expire
during 2002. The 2002 Credit Agreemenls are comprised of a $6 billion five-year revolving credit facility and a

$4 billion 364-day revolving credit facility, borroxvings under which may be extended for a period up to two

years follolving the initial term. The borroxvers under the 2002 Credit Agreements are AOL Time Warner,
TIVE, TIVE-A/N and AOL Time Warner Finance Ireland. The obligations of each of AOL Time bVarner

and AOL Time Warner Finance Ireland are guaranteed by America Online, Time Warner, Turner
Broadcasting System, Inc. ("TBSn) and Time Warner Companies, Inc. ("TW Conipaniesn), directly or
indirectly. The obligation of AOL Time IVarner Finance Ireland is guaranteed by AOL Time Warner.
Borrowings bear interest at specific rates, generally based on the credit rating for each of the borrowers, Ivhich
is currently equal to LIBOR plus .625%, including facility fees of .10% and .125%o on the total commitments of
the 364-day and five-year facilities, respectively. In addition, the Company is required to pay an additional

usage fee of .0625% if the txvo facilities in the aggregate have more than 33% outstanding and, 125% if the
facilities have more than 66% outstanding. The 2002 Credit Agreements provide same-day funding, multi-
mirrency capability and letler of credit availability. They contain a maxinmm leverage ratio covenant of 5.0
times for each of T rVE and TWE-AlN, but do not contain any credit ratings-based defanlts or covenants, nor
an ongoing covenmit or representation specifically relating to a material adverse change in the Company's
hnancial condition or results of operations. Borrowings may be used for general business purposes and unused
credit is available to support commercial paper borrolvings. As of December 31, 2002, $1.458 billion xvas
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outstandin ung under these facilities. As of December 31, 2001, $2,290 billion was outstanding under the Old
Credit Agrem»ents,

In Janua 0'2003, the Company received unanimous approval to amend its 2002 Credit Agreements,
efiective u

,
P'" ~losing of the TWE restructuring. The amcndnients will (i) replace the $50 billion net worth

covenantin ea"ch of the credit I'acilities within the 2002 Credit Agreements ivith an interest coverage covenantof 2.0 times c
TWE as a bor

'»h mterest expense, (ii) remove TWE-A/N as a borrower under all the credit facilities and
'«oiver under the five-year revolving credit facility and (iii) divide the $4 billion 364-day

revolving cred,' 'I facility into a separate $2.5 billion revolving credit facility for AOL Time Warner and AOLTinie Warner Finance Ireland and a $1 5 billion revolving credit facility for TWE (and TIVC Inc following
an)' initial obli'c offering of its stock or registered public issuance of its debt). Other terms of the 364-daycredit facrbt

. 1 ""esmended to reflect this bifurcation and the stand-alone nature of the $1.5 billion TWE
credit facilit
from July7 20

y As pad of the sante consent, the maturity of the $1 5 billion TAVE credit facility was extended
I'3 to January 7, 2004, ivhile the length of the optional extension period was reduced from two

Years to one year

Fixed-Ratee Public Borroivings

F om 199292 through 1993, TIVE had various public debt oiferings. The maturities of these outstanding
offerings ran edl'
and 2001, the

rom 10 to 40 years and the interest rates range from 725% to 1015%.At December 31, 2002
total debt outstanding from these oiferings ives approximately $3.394 billion and $4.011,

resPectively

Debt Guarantees

Each AOL
of T'iVE's debt

»me Warner General Partner has guaranleed a pro rata portion of approxiniately $3.3 billion

each AOL, Tune

' ' 'ad accrued interest at December 31, 2002, based on the relative fair value of the net assets
""eWarner General Partner (or its predecessor) contributed to TIVE (the "AOL Time WarnerGeneral Pa, tne,

only to the exten

"e' Guarantem"). Such indebtedness is recourse to each AOL Time Warner General Partner

issiled (the
"""1of its guarantee. The indenture pursuant to which TSVE's notes and debentures have been

the AOL Time l
" colure") requires the majority consent of the holders of the notes and debentures to terminate

AOL Time )Va

' ' Vmner General Partner Guarantees. There are generally no restrictions on the ability of the

that are not uar

amer General partner guarantors to transfer material assets, other than TAVE assets, to parties

December 31 2

gu'motors. In addition approximately $1.168 billion of TWE-A/N's debt and accrued interest at
2002 has been guaranteed by TSVI Cable Inc. and certain of its subsidiaries.

Interest ExPense and h'laturities

Interest exxpense amounted to $426 million in 2002, $554 million in 2001 and $634 million in 2000, The
weighted averaage interest rate on TWE's total debt was 4.54% and 3.74% at Deceniber 31, 2002 and 2001,resPectivel "e Company recognized interest income of $25 million in 2002, $24 million in 2001 and$22 million in 2000.

$2 3 /0
Y ts of long-term debt for the five years subsequent to December 3 I, 2002 consist of

Annual re a
2 370 b'tllion dn due in 2004 and $1.167 billion due in 2007, all of which is bank debt, This includes all

borroivings „nd
After 2007 no

" e«he Bank Credit Agreement, as well as any commercial paper borrowings supported thereby." more than $1 billion matures in any one year. TWE has the intent and ability to continue to
refinance ils borormwings on a long-term basis through arrangements with AOL Time SVarner.

Fair Valu~ of D b

Based on ti
fixed-rate debt e

" 'he level of interest rates prevailing at December 31, 2002 and 2001, the fair value of TWE's
' xceeded its carrying value by approximately $216 million in 2002 and $241 million in 2001.
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Unrealized gains or losses on debt do not result in the realization or expenditure of cash and generally are not

recognized for financial reporting purposes unless the debt is retired prior to its maturity.

Other Financing Arrangements

From time to time, the Company enters into various other financing arrangements with special purpose
entities ("SPEs").These arrangements include facilities which provide for the accelerated receipt of cash on

certain accounts receivable and backlog licensing contracts. TWE employs these arrangements because iliey

provide a cost-efficient form of fmancing, including certain tax benefits, as well as a, n added level of
diversification of funding sources. TWE is able to realize cost efficiencies under these arrangements since the
assets securing the financing are held by a legally separate, bankruptcy-remote SPE and provides direct

security for the funding being provided. These facilities generally have relatively short-term maturities (I to
5 years), which is taken into account in deterinining the maximum efficiency for tbc Company's overall capital
structure. The Company's maiurity profile of its outstanding debt and other financing arrangements is

relatively long-term, with a weighted average maturity of approximately 10 years. The assets and financing
associated with these arrangements, which are discussed in more detail in the following paragraphs, generally

qualify for otf-balance sheet treatment.

Accounts Receivable Securitization Facilities

During 2002, TIVE participated in tivo of AOL Time IVarner's accounts receivable sccuritization
facilities that provided for the accelerated receipt of $800 miflion of cash on available accounts receivables,
including a $350 million accounts receivable securitization facility that matured during the fourth quarter of
2002 and was not renewed. As of December 31, 2002, TWE had no unused capacity under its remaining

facility. In connection with each of these securitization facilities, TWE sells, on a revolving and nonrecourse

basis, certain of its accounts receivables ("Pooled Receivables" ) to a qualifying SPE, which in turn sells a
percentage oivnership interest in the Pooled Receivables to third-party cominercial paper conduits sponsored

by financial institutions. These securitization transactions are accounted for as a sale in accordance Sd e FAS 140,
because the Company relinquished control of the receivables. Accordingly, accounts receivable sold under

these facilities are excluded from receivables in the accompanying consolidated balance sheet.

As proceeds for the accounts receivable sold to the qualifying SPE, TWE receives cash, for which there is
no obligation to repay, and an interest-bearing retained beneficial interest, which is included in receivables on

the accompanying consolidated balance sheet. In addition, TIVE services the Pooled Receivables on belmlf of
the q alifying SPE. Income received by AOL Time Warner in exchange for this service is equal to the
prevailing market rate for such services and has not been material in any period. The retained beneficial
interest, ivhich has been adjusted to reflect the portion that is not expected to be collectible, bear an interest

ilrate that varies with the prevailing inarket interest rates. For this reason, and because the accounts receivab es
underlying the retained oivnership interest that are sold to the qualifying SPE are generally short term in

nature, the fair value of the notes receivable approximated its carrying value at December 31, 2002 and at
December 31, 2001. The retained beneficial interest related to the sale ol' Pooled Receivables to a qualifying
SPE is reflccted in account receivables, net on the Company's consolidated balance sheet and was

$481 million at December 31, 2002 and $416 million at December 31, 2001. In 2002, additional net proceeds
received from T'iVE's accounts receivable by utilizing its accounts receivable securitization programs ivere not

material. In 2001 and 2000, additional net proceeds received trom TWE's accounts receivable by utilizing its
accounts receivable securitization programs vrere $116 million and $174 miflion, respectively.

Itacktog Securitization Facility

TIVE also has a backlog securitization facility, ivhich effectively provides for the accelerated receipt of up
to $500 million of cash on available licensing contracts. Assets securitized under this facility consist ol' cash
contracts for the licensing of theatrical and television product for broadcast network and syndicated television
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exhibition, under ivhich revenues have not been recognized because such product is not available for telecast

until a later date ("Backlog Contracts" ). In connection ivith this securitization facility, TWE sells, on a

revolving and nonrecourse basis, certain of its Backlog Contracts ("Pooled Backlog Contracts" ) to a

qualifying SPE, which in turn sells a percentage ownership interest in the Pooled Backlog Contracts to a third-

party commercial paper conduit sponsored by a financial institution. As of December 31, 2002, TWE did not

have any unused capacity under this facility.

Because the Backlog Contracts securitized under this facility consist of cash contracts f'o r the licensing of

theatrical and television product that have already been produced, the recognition of revenue for such

completed product is dependent only upon the commencement of the availability period for telecast under the

terms of the licensing agreements. Accordingly, the proceeds received under the program are classified as

deferred revenues in long-term liabilities in the accompanying consolidated balance sheet. The amount of

related deferred revenue reflected on TWE's accompanying consolidated balance sheet, related to the backlog

securitization facility, was $500 million at December 31, 2002 and $442 million at December 31, 2001. Total

filmed entertainment backlog contracts outstanding ivere approximately $3.2 billion at December 31, 2002 and

approximately $3,8 billion at December 31, 2001.

Rating Triggers and Financial Covenants

Each of the Company's borrowing facilities discussed above, including financing arrangements ivith

SPEs, contain customary covenants. A breach of such covenants in the bank credit agreement that continues

beyond any grace period can constitute a default, ivhich can limit the ability to borrow and can give rise to a

right of the lenders to terminate the facility and/or require immediate payment of outstanding debt. A breach

of such covenants in the financing arrangements ivith SPEs that continues beyond any grace period can

constitute a termination event which can limit the facility as a future source of liquidity; hoivever, there would

be no claims on the Company for the receivables or bacldog contracts previously sold. Additionally, in the

event that the Company's credit ratings decrease, the cost of maintaining the facilities and of borroiving

increases and, conversely, if the ratings improve, such costs decrease.

As of December 31, 2002 and through thc date of this filing, the Company was in compliance with all

covenants. Management does not foresee that the Company wil! have any ditficulty complying ivith the

covenants currently in place in the foreseeable future. As discussed in more detail in Note 1 to the

accompanying consolidated financial statements, the Company recorded a non-cash charge of $21.763 billion

upon adoption of FAS 142. In addition, TWE recorded a charge of $2.355 billion in the fourth quarter of 2002

to reduce the carrying value of goodivill. These charges did not result in a violation of any of the Company's

covenants.

During 2003, the Company received unanimous consent from its bank group to amend its 2002 Credit

Facilities. The amendment will, among other changes, replace the Company's covenant to maintain at least

$50 billion of GAAP net worth with an interest coverage covenant of 2.0 tinies cash interest expense. The

amendment ivill be effective upon the closing of the TWE restructuring.

Film Sale-Leaseback Transactions

From titne to time the Company has entered into arrangements with investors in ivhich certain fi!ms are

sold and leased back. The sale-leaseback of the films allows the investors to claim certain international tax

benefits of ownership of the film master negatives ivhile the Company maintains control over all exploitation

rights and privileges to the films. Such entities are capitalized with the investors' capital and debt and the

investors participate in all of the profits or losses of the entities. The present value to these entities of the future

revenue streams attributable to these transactions is $1.3 billion as of December 31, 2002. The Company does

not consolidate nor participate in the operating results of the entities. The Company retains certain proceeds of

the transamions as consideration for entering into the sale-leaseback transactions, and records the considera-
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tion received as a reduction of corresponding film costs. The benefit to the Company from these transactions

that tvas recognized as a reduction to him cost amortization in 2002 totaled $47 million.

8, INCOlVIK TAXES

Domestic and foreign pretax income (loss) are as follows:

Domestic

Foreign

Total

Years Ended December 31

2002 2001 2000

(millions)

$(610) $(951) $811

132 80 153

$(478) $(871) $964

As a partnership, TWE is generafiy not subject to U.S. federal, state or local income taxation. However,
certain of TWE's operations are conducted by subsidiary corporations that are subject to domestic or foreign

taxation. Income taxes (benefits) of TWE and subsidiary corporations are as set forth below:

Yearn Ended Decentber 31,
2002 2001 2000

(millions)

Federal:

Current

Deferred . .
Foreign:

Current('l

Deferred

State and local:

Current . . .
Deferred

$3 $3 $13
8 3 (6)

138 106 139

(9) 11 (11)

17 4 13

Total income taxes. $157 $127 $157

t't Incladea foreign withholding taxes of sgl million in 2002, $69 miaian in 2001 and $?g million in 2000.

The financial statement basis of TWE's assets exceeds the corresponding tax basis by approximately
$37 billion at December 31, 2002, principally as a result of differences in goodtvill and accounting for
depreciable and amortizable assets for financial statement and income tax purposes.

9. PARTNERS' CAPITAL

Partnership Capital and Allocation of Income

Each partner's interest in TWE generally consists of the undistributed priority capital and residual equity
amounts that tvere initially assigned to that partner, or its predecessor, based on the estimated fair value of the
net assets each contributed to TWE (aUndistributed Conlributed Capital" ), plus, with respect to the priority
capital interests only, any undistributed priority capital return. The priority capital return consists of net

partuership income afiocated to date in accordance tvith the provisions of the TIVE partnership agreement and

the right to be alloca!ed additional partnership income which, together, provides for the various priority capital
rates of return as specified in the following table. The sum of Undistributed Contributed Capital and the
undistributed priority capital return is ret'erred to herein as "Cumulative Priority Capital. "Cumulative Priority
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Capital is not necessarily indicative of the fair value of the underlying priority capital interests, principally due

to above-market rates of return on certain priority capital interests as compared to securities of comparable

credit risk and maturity, such as the 13.25/o rate of return on the Series B Capital interest owned 100% by the

AOL Time 'IVarner General Partners. Furthermore, the ultimate realization of Cumulative. Priority Capital

could be affected by the fair value of TWE, which is subject to fluctuation.

A summary of the priority of Undistributed Contributed Capital, AOL Time IIVarner's ownership of
Undistributed Contributed Capital and Cumulative Priority Capital at December 31, 2002 and priority capital

rates of return thereon is as set forth beloiv:

Priority of Undistributed Contributed Capital

Series A Capital . . .

Series B Capital

Residual Capital . . .

Undistributed Cumulative
Contributed Priority
Capital(a) Capital

(billions)

$5.6 $22.0
2.9(') 11.4
3 3(c) 3 3(d)

Prlarity
Capital
Rates of

Return(b)

13.00%

13.25%
(d)

% Owned
by AOL

Time ttyarner Comcast

(O'It ncrsbtp%)

72.369o 27.64%

100.00/o

72.36% 27.64%

" Excludes partnership income or lo s aaocated thereto.

' ' To the cate I income allocations are concurrently distributed, Ihe priority capilal rates of return on thc Series A Capital and Series 8 Capital are I l.atm

and I I.is, respecti eiy.

"' Thc Undistributed Contributed Capital relating to thc Series B Capital has prtority over the priority returns on Ihe Series A Capital. The Undistributed

Contributed Capital relating to the Residual Capital has priority mer thc priority returns on the Series B Capital ond the Series A Capital.

'" Residual Capital is not entitled to slated prionty rates of return and, as such, its Cumulative priority Capital is equal to its Undistribute Contributed

Capital Howe er, in the case of certain events such as the liquidation or dimolution of TIVE, Residual Capital is entitled to any excms of the Ihcn fair

value of the et assets of TtvE over the aggregate amount of cuntulative Brio ity capital and special tax aaocations.

The Undistributed Contributed Capital generally is based on the fair value of the net assets that each
partner initially contributed to the partnership. For purposes of allocating partnership income or loss to the

partners, partnership income or loss is based on the fair value of the net assets contributed to the partnership

and results in significantly less partnership income, or results in partnership losses, in contrast to the net
income reported by TWE for financial statement purposes, which also is based on the historical cost of
contributed net assets.

Umler the TWE partnership agreement, partnership income, to the extent earned, is first allocated to the
partners' capital accounts so that the economic burden of the income tax consequences of partnersliip

operations is borne as though the partnership ivere taxed as a corporation ("special tax allocations" ). After

any special tax allocations, partnership income is allocated to the Series A Capital and Series B Capital, in

order of priority, at rates of 13.00% and 13.25% per annum, respectively, and finally to the Residual Capital.
Partnership losses generally are allocated first to eliminate prior allocations of partnership income to, and then

to reduce the Undistributed Contributed Capital of, the Residual Capital, Series B Capital and Series A

Capital, in that order, and then to reduce any special tax allocations. To the extent partnership income is

insufficient to satisfy all special allocations in a particular accounting period, the right to receive additional

partnership income necessary to provide for the various priority capital rates of return is carried forward until

satisfied out of future partnership income, including any partnership income that may result from any

liquidation, sale or dissolution of TAVE.

TIVE reported a net loss of $21.2!9 billion and $1.032 billion for the year ended December 31, 2002 and

2001, respectively. In 2002, this loss included a $21.763 billion non-ca. h charge related to the cumulative

effect of an accounting change and a $2.355 billion impairment charge for goodwill, each of which Ives

allocated from AOL Time )Yarner. In addition, in 2002 there was a. $1.182 billion gain attributed to the

minority partners of T)VE in connection Ivith the restructuring of TWE-A/N (Note 4). Because of the

priority rights over aflocations of' income/loss and distributions of TIVE held by the AOL Time V!amer
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General Partners, of the remaining $1.717 bi!lion of TWE's income, $1.488 billion was allocated to AOL Time
Warner and $229 million was allocated to the minority partners of TIVE, including $6 million of pretax gains
attributable to Comcast that were recognized in connection with the sale or exchange of various cable
television systems at TWE. For 2001, $1.015 billion of TIVE's net loss was allocated to AOL Time AVarner

and $17 million was allocated to the minority partners of TIVE, net of $28 million of pretax gains attributable

to Comcast that were recognized in connection with the sale or exchange of various cable television systems at
T'&VE.

Capital Distributions

The assets sml cash flows of TWE are restricted by the TWE partnership and credit agreements. As such,
they are unavailable for use by the partners except through the payment of certain fees, reintbursements, cash
distributions and loans, which arc subject to limitations. Under the 2002 Credit Agreements, TAVE is

permitted to incur additional indebtedness to make loans, advances, distributions anti other cash payments to

its partners, subject to its individual compliance with the leverage ratio covenant contained therein.

At December 31, 2002 an&1 2001, the AOL Time Warner General Partners had recorded $8 million and

$446 million respectively, of stock option related distributions due from TWE, based on closing prices of AOL
Time Warner common stock of $13.10 and $32.10, respectively. AOL Time Warner is paid when the options
are exercised. The AOL Time Warner General Partners also receive tax-related distributions from TWE on a
current basis. During 2002, the AOL Time Warner General Partners received distributions from TWE in the
amount of $497 million, consisting of $473 million of tax-related distributions and $24 million of stock option
related distributions. During 2001, the AOL Time Warner General Partners received distributions from TWE
in the amount of $317 million, consisting of $53 million of tax-related distributions and $264 million of stock
option related distributions. In addition to the tax and stock option distributions, TWE may ntake other capital
distributions to its partners that are also subject to certain limitations contained in the TIVE partnership and
credit agree&nests.

10. STOCK-BASED COIVIPKNSATION BIENS

Kll'ect of A&nerica Online-Time WVarner Merger on Stock-Based Compensation Plans

In connection with Time Warner's agreement to merge with America Online entered into in January
2000, all Time IVarner stock options and restricted stock outstanding at that time became fully vested,
pursuant to the terms of Time Warner's stock option and restricted stock plans. In addition, on January 11,
2001, the date the Merger was consummated, each outstanding equity security of Time IVarner was converted
into 1.5 units ol'an erptivalent equity security of AOL Time IVarner. See Note 1 for a summary of the terms of
the lvlerger.

Stock Option Plans

AOL Time Warner has various stock option plans under vvhich AOL Time '&Varner may grant options to
purchase AOL Time Warner common stock to employees of AOL Time IVarner and TIVE. Such options
have been granted to employees of TIVE with exercise prices equal to, or in excess of, fair market value at the
date of grant. Accordingly, in accordance with APB 25 and related interpretation-, compensation cost
generally has not been recognized by AOL Time IVamer, nor charged to TWE, related to such stock option
plans. Generally, the options become exercisable over a four-year vesting period and expire ten years from the
date of grant. Had compensation cost for Time Warner's stock option plans been determined based on the fair
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value method set forth in FAS 123, TWE's allocable share of compensation cost &vould have decreased its net
income to the pro forms amounts indicated below:

Years Ended December 31,
200?. 2001 2000

(miltions)

$(21,219) $(1,032) $22Net income, as reported . 9
Deduct: Total stock-based employee compensation expense

determined under fair value based method for all awards. . . . (297) (69) (146)

Pro forms nct income $(21,516) $(1,101) $83

For purposes of applying FAS 123, the fair value of each option grant is estimated on the date of grant
using the Black-Scholes option-pricing model &vith the folio&ving weighted-average assumptions (&vhich, for
2000 reflect the impact of the announced Merger) used for grants to T'&VE employees in 2002, 2001 and 2000:
dividend yields of 0/o in all years; expected volatility of 52.9%, 59.3% and 46.3 /o, respectively; risk-free interest
rates of 4.12/o, 4.8% and 6.49o, respectively; and expected terms to exercise of .47 years after vesting for 2002
and 1.0 years after vesting for 2001 and 2000.

The weighted average fair value of an option granted to TWLI elnployees during the year was $9.62 in

2002, $25.38 in 2001 and $28,05 in 2000.

A summary of stock option activity tvith respect to employees of TWE is as folio&vs:

Tltousaads )Vetghted-Average
of Shares Exercise Price

Balance at December 31, 1999

Granted

Exercised .
Cancelledial .

Balance at December 31, 2000
Grantedi I .
Exercised .
Cancelledi'I

Balance at December 31, 2001

Granted .

Exercised .
Cancelled "&

Balance at December 31, 2002

21,790 25.19

(2,185) 9.95

(10,329) 35.56

104,722 $30.67

67,209 $17.11

7,251 57.23

(6,522) 13.53

1,502 16.99

69,440 21.63

37,200 46.13

(10,800) 13.06

(394) 40.19

95,446 31.98

" Includes an options cancelled and forfeited during the &ear, as well as options related to entplo&ees tvho have been transferred out of and into TWE
to and front non-TWE AOL Time 'lparner se ments.

"' In 2001, a special Founder's Gram t as tssued to tnost individuals ho crc emplo& croft '&VE during the &car ihe ldcrger was consummated, only
a portion of hich is espcctcd to be rccu ng i the future.

Decentber 31,

Fxercisable

2002 2001 2000

(thousands)

59,476 54,442 62,415
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The following table summarizes information about stock options outstanding with respect to employees of
TWE at December 31, 2002;

Range of Exercise 1'rices

tyeighted-
Aierage

Remarmng
('ontractual

l.ife
Number

Outstanding
al 12/31/02

Options Outstanding

Weighted-
Arcrage
Exercise

Price

Options Exercisable

iyeighted-
Number tnerage

Exercisable Exercise
at 12/31/02 Price

Under $10. . . . . . . .
$10.01 to $15.00 . .
$15.01 to $20.00 . .
$20.01 to $30.00 . .
$30.01 to $45.00 . .

$45.01 to $50.00 . .

$50.01 to $60.00 . .
$60.01 to $90.00 . .

Total. . .

(thousands)

559

29,389

6,484

22,979

10,883

26,806

7,438

184

104,722

1.18

2.76

5.40

8.08

7.57

7.91

7.51

7.25

6.25 years

$8.58

$13.28

$16.74

$25.65

$37.96

$47.62

$56.18

$64.00

$30.67

(thousands)

559

28,494

4,412

6,139

6,292

9,062

4,384

134

$8.58

$13,29

$16,17

$23.03

$38.49

$47.36

$56.85

$64.00

59,476 $25.64

TWE reimburses AOL Time Warner for the use of AOL Time Warner stock options on the basis

described in Note 9.

11. BENEFIT PLANS

TIVE and its subsidiaries have defined benefit pension plans covering most domestic employees. Pension
benefits are based on formulas that reflect the employees' years of service and compensation levels during their

employment period. AOL Time )Yarner's common stock whose value represents approximately 5%o and 10%
of fair value of plan assets at December 31, 2002 and 2001, respectively. After consummation of the Merger,
participation in T)VE's defined benefit pension plans ivas )irnited to employees ivho previously participated in

fliese plans. A summary of activity for TIVE's defined benefit pension plans is as follows:

Years Ended
December 31,

2002 2001 2000

(millions)

Components of Pension Expense

Service cost

interest cost.
Expected return on plan assets

Net amortization and deferral

Total pension expense

$39 $36 $39

48 45 41

(50) (46) (48)
7 — (12)

$44 $35 $20

F-63



TIME WARNER ENTERTAINMENT COMPANY, L.P.
NOTES TO CONSOLIDATED FINANCIAL STATKit IKNTS —(Continued)

Clmnge in I'rojected Benefit Obligation
Projected tr enefit obligation at beginning of year
Service cost.
Interest cost
Actuarial loss
Bmiefits paid .
Amendments to plan provisions .
Impact of TWE-AN restntcturing .

Projected benefit obligation at end ol' year

Change in Plan Assets
Fair value of plan assets at beginning of year
Actual return on plan assets

Employer contribution

Benetits paid .

Impact of TWE-AN restructuring.

Fair value of plan assets at end of year" .
Underfunded projected benefit obligation .
Additional minimum liability

Unrecognized actuarial (gain) loss '
Effects of settlement accounting .
Unrecognized prior service cost .
Prepaid (accrued) pension expense

December 31,
2002 2001

(millions)

$ 636 $538
39 36
48 45
73 45

(I/) (19)
27 (9)

~19)
$ 787 $636

$ 587' $506

(82) (41)
27 137

(15) (15)
(21)
496 587

(291) (49)
(214) (5)
333 130

(7)
30 3

$ (149) $79

t*t Includes AOR Time Warner common stock of approximately 4 million in 2002 and 2001, respectively.
(st The additional minimum liability is primarily offset by a $183 million reduction of other comprehensi 'e income and a $33 million intangible asset in the

consolidated balance sh et."Reaects primarily an actual loss on plan assets that signrTtcantly exceeded thc assumed rate of relurn in 2002.

December 31,
2002 2001 2000

Wetghted-Average Pension Assumptions
Discount rate
Expected return on plan assets .
Rate of coinpensation increase

6.75% 7.50/o 7.75%
9% 9% 9%

4.5% 4.5% 5/o

Included above are projected benefit obligations and accumulated benefit obligations for unfunded
defined benefit pension plans of $67 million and $60 million as of December 31, 2002, respectively; and
$34 million and $41 million as of December 31, 2001, respectively. As of December 31, 2002, the projected
benefit obligation, accumulated benefit obligation and fair value of plan assets were $786 million, $644 million,
and $494 million, respectively, for plans where the accumulated benefit obligation exceeded the fair value of
plan assets.

Certain domestic employees of TtrVE participate in multi-elnployer pension plans as to which the expense
amounted to $43 million in 2002, $36 million in 2001 and $36 million in 2000. Employees of TTVE'8
operations in foreign countries participate to varying degrees in local pension plans, which in the aggregate are
not significant.
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TIVE employees also generally participate in certain defined contribution plans, inchiding savings and

profit sharing plans, as to which the expense amounted to $38 million in 2002, $35 million in 2001 and

$38 million in 2000. Contributions to the savings plans are based upon a percentage of the employees' elected
contri buti ons.

Pension Funding Liability

During the fourth quarter of 2002, the Company recorded fi liability for the. unfumled accumulated
benefit obligation of approximately $90 million. This liability represents the excess of the accumulated benefit
obligation under the Company's qualified defined benefit pension plans over the fair value of the plans' assets.
In accordance with GAAP, this liability was established by a charge to shareholders' equity, resulting in no

elfect to the accompanying consolidated statement of operations. In early 2003, the Company made cash
contributions to plan assets of approximately $42 million, ivhich resulteil in a funded status of approximately
75% relative to the projected benefit obligation.

12. DERIVATIVE INSTRUMLNTS

TAVE participates in AOI. Time Warner's hedging program and uses derivative financial instruments

principally to manage the risk that changes in foreign currency exchange rates ivill aflect the amount of
unremitted or future license fees to be received from the sale of U.S. copyrighted products abroad and to

manage equity price risk in the Company's investment holdings. The following is a summary of TWE's foreign
currency risk management strategy and the effect of this strategy on TWE's consolidatefl financial statements.

Foreign Currency, Risk Management

Foreign exchange contracts are used primarily by TWE to hedge therisk that unremitted or future license
fees owed to TWE domestic companies for the sale or anticipated sale of U.S, copyrighted proflucts abroad

may be adversely affected by changes in foreign currency exchange rates. Similarly, the Coriipany enters into
foreign exchange contracts to hedge film production costs abroad. As part of its overall strategy to manage the
level of exposure to the risk of foreign currency exchange rate fluctuations, primarill exposure to changes in

the value of the British pound, Japanese yen, and European currency, TWE hedges a portion of its foreign
currency exposures anticipated over the ensuing fifteen-month period (the "hedging period"). The hedging
period covers revenues expected to be recognized over the ensuing twelve-month. period; hoivever there is
often a lag betiveen the time that revenue is recognized and the transferof foreign-denominated revenues back
into U.S. doflars. Therefore, the hedging period covers a fifteen-month period. To hedge this exposure, TWE
uses foreign exchange contracts that generafly have maturities of three months to fifteen months to provide
continuing coverage throughout the hedging period. AOL Time Warner reimburses or is reimbursed by TVVE
I'or contract gains and losses related to TWE's foreign currency exposure. At December 31, 2002, TiVE had

effectively hedged approximately 75% of the estimated net foreign currency exposures that principally relate to

anticipated cash flows to be remitted to the U.S. over the hedging period.

TWE records these foreign exchange contracts at fair value in its consolidated balance sheet and the
related gains or losses on these contracts are deferred in partners' capital (as a component of comprehensive

income). These deferred gains and losses are recognized in income in the period in ivhich the related license
fees being hedged re received and recognized in income. However, to the extent tliat any of th'ese contracts
are not considered to be perfectly eflective in offsetting the change in the value of the license fees being
hedged, any changes in fair value relating to the ineff'ective portion of these contracts are iminediately
recognized in income. Gains and losses on foreign exchange contracts are generally included as a component
of other expense, net, in TWE's consolidated statement of operations.

At December 31, 2002, AOL Time VVarner had contracts for the sale of $1.588 billion and the purchase
of $1.341 billion of foreign currencies at fixed rates. Of AOL Time 3Varner's $247 million net sale contract
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position, $811 million of the foreign exchange sale contracts and $732 million of the foreign exchange
purchase contracts related to TWE's foreign currency exposure. Inclutled in TWE's foreign currency exposure
ivere net contracts for the sale of $73 million of Canadian dollars, $65 million of Japanese yen, $176 million of
European currency and net contracts for the purchase of $203 million of the British pound. Of AOL Time
YVarner's net sale contract position of $239 million of foreign currencies al December 31, 2001, $320 million of
the foreign exchange sale contracts and $130 million of' the foreign exchange purchase contracts related to
TWE's foreign currency exposure. Included in TVI/E's foreign currency exposure ivere net contracts for the
sale of $139 million of European currency, $51 million of Japanese yen, and net contracts for the purchase of
$11 million of the British pound. TWE had deferred approximately $21 million of net losses on foreign
exchange contract." at December 31, 2002, tqhich is expected to be substantially recognized in income over the
next twelve months. For (he years ended December 31, 2002, 2001 and 2000, T'IVE recognized $9 million,
$9 million and $12 million in gains, respectively, on foreign exchange contracts, which were or are expected to
be largely ofi'set by corresponding decreases and increases, respectively, in the dollar value of foreign currency
license fee payments that have been or are anticipated to be received in cash from the sale of U.S. copyrighted
products abroad. AOL Time Warner places foreign currency contracts with a number of major financial
institutions in order to minimize counterparty credit risk.

13. SEGMENT INItORMATION

,TWE classifies its business interests into three fundamental areas: Cnf/fe, consisting principally of
interests in cable teletqsion systems; Filmed En/err/ii/1/iienf, consisting principally of interests in filmed
entertainment and television production; and Keftvorks, consisting principally of interests in cable television
and broadcast netivork programming.

Information as to the operations of TWE in difi'erent business segments is set forth below based on the
nature of the products and services offered. TWE evaluates performance based on several factors, of which the
primary financial measure is operating income (loss) before non-cash depreciation of tangible assets and
amortization of goodwill and intangible assets ("EBITDAw). Additionally, the Company has protdded a
summary of operating income (loss) by segment.

The accounting policies of the business segments are the scone as those described in the sununary of
significant accounting policies (Note 1). lntersegment sales are accounted for at fair value as if the sales were
to third parties. Whi!e intercompany transactions are treated like third-party transactions to determine
segment performance, the revenues (and corresponding expenses recognized by the segment that is
counterparty to the transaction) are eliminated in consolidation and therefore, do not themselves impact
consolidated results.

Year Ended Deceutber 31,
2002 2001

(ntillions)

2000

Revenues'7

Cable
Filmed Entertainment
Networks .
Intersegment elimination

Total Revenues .

$5,907 $4,983 $4,314
7,682 6,889 6,609
3,413 3,024 2,723
(577) (554) (468)

$16,425 $14,342 $13,178

"Rcvenucs reflect Ihe pro dsions ol'EITF 01-14 that trere adopted by the Compaay in 2002, tvhich require retroactive restatement of 2001 and 2000 re. ults
to rellect the ne accounting provisions. As a result, the net impact of EITF 01-14 was to increase revenues and costs by equal amounts of $196 million
for 2001 and reduce revenues and costs by an equal amount of $171 million in 2000.

As a result of Advance/Newhouse assuming respons/bd/ty for Ihe day-to-day op r;iona ot'the Ad ance/Net house systems in 2002, the Cable segment's
results reflect the deconsolidati n of the operating results of the Advance/Netthouse, ystems for aa periods presented. For 2002, 2001, and 2000 the net
impact of the decon. olidation of the""-si'stems is a reduction ot' Ihe Cable segment's prctiousll reported ret'enues of $715 ntision, $1.247 billion and
$1.05$ billion, respectively
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Intersagment Revenues

In the normal course of business, the TWE segments enter into transactions with one another. The most
common types of intercompany transactions include:

Thc Filmed Entertainment segment generating content revenue by licensing television and tlieatrical
programming to the Networks segment;
The Nettvorks segment generating suhscriplion revenues hy selling cable network programming to the
Cable segment;
The Cable and Networks segments generating advertising and commerce revenue hy cross-promoting the
products and services of all TWE segments.

These intercompany transactions are recorded by each segment at fair value as if the transactions were
tvith third parties and, therefore, impact segment performance. While intercompany transactions are treated
like third-party transactions to determine segment performance, the revenues (and corresponding expenses
recognized hy the segment that is counterparty to the transaction) are elitmnated in consolidation and,
therefore, do not themselves impact consolidated results. Revenues recognized by TWE's segments on

intercompany transactions are as follows:

Year Ended Decentber 31,
2002 2001 2000

(millions)

Intersegment Rerenuesf

Cable .
Filmed Entertainment

Networks

Total intersegment revenues .

$7 $2 $—
323 326 148

247 226 320

$577 $554 $468

EBITDA 1')

Cable' ) . .

Filmed Entertainment.

Nettvorks .
Corporate

Total EBITDA

Year Ended December 31,
2002 2001 2000

(trtllllotls)

$2,333 $2,191 $1,960

844 69!
849 703

585

512

(84) (78) ('15)

$3r942 $3,507 $2,982

aaiTDA represents business segment op-mting income before non-ca-h depmciation of tangible assets and amonirotion of intangible asseta Thc
impairment writedowns relating to goods»0 and intangible assets vvere $2,355 bigion for Cable. Aaer deducting depreciation, amortiration of intangibte

assets and impairment »ri tedowns related to goodnis and intangible amvetrc TWdps operating income (loss) vvas $30$ million in 2002, 5 (3I) million on a
in 200l and sl.722 billion in 2000.

As a result of Advance/htewhouse assuming responsibility for th" day to day operations of the Advance/Nc house Systems in 2002, the Cable segment's

results reflect the deconsolidatien of the operating rcsuas of the Advance/Newhouse Systems for ali periods presented. por 2002, 200i and 2000 the nct

impact of Ihe deconsolidation of these systems is a reducdon uf the Cable segmem's previously reported EslTDA of $333 million, $571 rnilhon snd sage,
respectively.
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Depreciation of Property, Plant aml Equipment
Cahlet')

Filmed Entertainment.

Netlvorks

Corporate

Total depreciation .

Year Ended December 31,
2002 2001 2000

(millions)

$1,018 $747 $633

74 83 85

27 33 33
)0 7 6

$1,129 $87() $757

'"' The Cable segment's results reflect Ihe deconsoiidation of the operating results of the Advance/Nctvhouse s&stems for ail periods presented. For 2002,

2001 and 2000, the nct inspect of the deconsolidation of these systems are a reduction of the Cable segment's depreciation of $125 million, 521$ rnision

and $166 millie, respectivei&

Amortization of Intangible Assets '
Cabtetb&

Filmed Entertainment.

Networks

Total amortization.

Ycnr Ended December 31,
2002 2001 2000

(millions)

$6 $1,9()0 $376

133 389 122

11 379 5

$150 $2 668 $503

Includes amertizatton rel ~ ting to business combinations accounted for by the purchase method, substantially an of which arose in the merger of America

Online and Time Warner in 2001.
' ' The Cable segment's results rellect the deconsolidation of thc operating r«suits of the Advance/Netvhouse s&stems fer all periods presented. Fo. 2002,

2001 and 2000, the no&impact of the deconsohdation of these s&stems me a reduction of the Cable segment's rnorfization of$2 miiliort, sae million and

$62 million, respectively.

Year Ended Decentber 31,
20021*& 2001 2000

(minions)

Operating Income (Loss)
Cahlei I

Filmed Entertainment

Net&vorks .
Corporate

Total operating income (loss)

$(1,046) $(456) $ 951

637 219 378

811 291 474

(94) (85) (81)

308 $ (31) $1,722

tw Operating income (loss) in 2002 includes impairment write-downs related to goods in of $2 355 billion for Cable.
As a resuit of Ad ance/Nev house awuming responsibility for the da&'-to day operations of the Ad a ce/Netvhouse Systems in 2002, thc Cable segment's

results reflect the deconsolidation of Ihe operating rmuits ol' the Ad ance/Newhouse Systems for an periods presented. For 2002, 2001 and 2000, the nct

impact of thc deconsobdation of these systems is a reduction of Ihe Cable segment's previously reported operating income (loss) of' $206 million,

5313 million and $256 million, respectively.

As discussed in Notes 2, when FAS 142 was initially applied, all goodwill recognized on the Company's
consolidated balance sheet on that date tvas revie&ved for impairment using the ne' guidance. Before
performing the review for impairment, the new guidance required that all goodwill deemed to relate to the
entity as a whole he assigned to all of the Company's reporting units (generally, the AOL Time Warner
operating segments), including the reporting units of the acquirer. This ditfers from the previous accounting
rules, which required good&vill to he assigned only to the businesses of the company acquired. As a result,
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$6.857 billion of the goodwill generated in the Merger originally allocated to the TWE segments was

reallocaled on January 1, 2002, to other segments of AOL Time Warner resulting in a change in segment

assets. Following are TWE's assets by business segment, reflecting the January 1, 2002 reallocation of goodwill

in accordance with FAS 142:

TIVE's assets have significantly increased since December 31, 2000 due to the consummation of the

Merger and the allocation of the $147 billion cost to acquire Time Warner to the underlying net assets of Time

Warner, inchtding the net assets of TtVE to the extent acquired, based on their respective estimated fair

values. Any excess of the purchase price over estimated fair value of the net assets acquired was recorded as

goodwill and allocated among AOL Time Warner's business segments, including thc business segments of

TIVE. As such, TWE's assets by business segment are as follows:

Year Ended December 31,
2002 2001

(millions)

Assets

Cable

Filmed Entertainment

Networks.
Corporatet')

Total Assets

$29,990 $56,694

13,276 16,375

10,240 11,212

849 777

$54,355 $85,058

" Consists principally of cash, cash equivalents and other investments.

Information as to TWF. 's capital expenditures is as follows:

Capital Kxttenditures

Cable('1

Filmed Entertainment.

Networks

Corporate

Total Assets

Year Ended December 31,
2002 2001 2000

(millions)

$1,555 $1,467 $1,379

112 93 96

19 17 21

3 27 16

$1,689 $1,604 $1,512

"As a resu/t oi'Advance/Newhouse assunting responsibility for the day-to-day operations of thc Advance/N est house Systems in 2002, thc Cable cgmmtt's

results reflect the deconsolidation of the operating results of the Advance/Newhouse Systems for ag periods presented. For 2002, 200/ and 2000, the net

impact of Ihe deconsolidation of these systems is a reduction of the Cable segment's capital etpenditures ot' 1206 ntiaion, SCOS million and Seta million,

respectively.

F-69



TIME $VARNER ENTERTAINMENT COMPANY, L.P.
NOTES TO CONSOLIDATED FINANCIAI. STATEMENTS —(Continued)

Because a substantial portion of TWE's international revenues is derived from the sale of U.S.
copyrighted products abroad, assets located outside the United States are not material. Information as to
operations in ditferent geographical areas is as folloivs:

Years Ended December 31,
2002 2001 2000

(minions)

Revenues

United States.
United Kingdom

Japan .
Germany

France

Canada .
Other international

Total Revennes

$i3,131

724

446

294

287

253

1,290

$11,876

583

306

184

201

230

962

$10,790

504

265

225

165

203

1,026

$16,425 $14,342 $13,178

14. COIYIIYIITMENTS AND CONTINGENCIES

Comniitments

TIVE's total rent expense amounted to $193 million in 2002, $225 million in 2001 and $240 million in
2000. The minimuin net rental commitments under noncancellable long-term operating leases are: 2003-
$144 million; 2004-$136 million; 2005-$131 million; 2006-$121 million; 2007-$114 million; and af'ter 2007-
$833 million. Additionally, TWE recognized sublease income of approximately $19 million in 2002 and as of
December 31, 2002, the Company had future sublease income commitments of approximately $133 niillion.

TWE's minimum commitments and guarantees under certain programming, licensing, franchise and
other agreements aggregated approximately $16.5 billion at December 31, 2002, ivhich are payable principally
over a five-year period. A summary of the Company's finn commitments, including net operating leases and
outstanding debt, and contingent commitments is as folloivs.

Firn& Commitments and Onistandtng Debt 2003
2007

2004-2006 and thereafter Total

Progranuning and production deals

Operating leases

Other firm commitments .

$2, 178

144

163

tniiilions)

$5,076 $5,455

388 947

57 10

$12,709

1,479

230

Total firm commitments

Total principal outstanding on long-term debt
$2,485 $5,521 $6,412 $14,418

2,370 4,367 6,737

Total firm commitments and outstanding debt. . . . . . . . . . $2,485 $7,891 $10,779 $21,155

Following is a description of TIVFJs firm commitments at December 31, 2002:

The Networks segment (HBO and The WB Netivork) enters into agreements ivith movie studios to air
movies they produce. In addition, the Cable segment enters into commitments to purchase programming
from cable netivork providers to provide service to its subscribers (e.g. programming deals). The
commitments represent an estimate of future programming costs based on per subscriber rates contained in
contracts existing as of December 31, 2002 applied to the number of consolidated subscribers on that date.
Such amounts are subject to variability based on changes in the number ol' future subscribers, t!ie extension
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of existing contracts, and the entering into of neiv contracts, These arrangements are collectively referred to
as programming production deals.

Operating lease obligations primarily relate to the minimum lease rental obligations for the Company's real
estate and operating equipment in various locations around the world.

Other firm commitments include obligations to actors and directors, In addition, other finn commitments
includes a payment of $128 million made in January 2003 to acquire an additional 11% interest in The WB
Network.

Expiration of Commitments

ptatrrre of Contingent Comnritments

Guarantees

Letters of credit and other contingent
commitments . ,

Total contingent commitments

Total
Cornnritrnenta

$2,637

170

$2,807

2003 2004-2006

(nrilliona)

$62 $444

8

$70 $445

2007
mrd thereafter

$2,131

161

$2,292

Following is a description of the Company's contingent commitments at December 31, 2002:

Guarantees include guarantees the Company has providecl on certain lease and operating commitments
entered into by formerly owned entities and joint ventures in ivhich TIVE ivas or is a venture partner.

The Cable segment provides letters of credit for several of its joint ventures. Should these joint
ventures default on their debts, T1VE ivould be obligated to cover these costs to the extent of the letters
of credit. In addition, the Company provides for letters of credit and surety bonds related to insurance
premiums and the Cable segment provides for letters of credit and surety bonds that are required by
certain local governments when cable is being installed

Contingencies

On June 24, 1997, plaintifis in Six Flags Over Crerrrgia LLC et aL v. Time lParner Enferfaiirr»errf

Company, L.P. ef nl. , filed an amended complaint in the Superior Court of Gwinnett County, Georgia,
claiming that, inter alia, defendants, which include TWE, violated their fiduciary duties in operating the Six
Flags Over Georgia theme park. On December 18, 1998, following a trial; a jury returned a verdict in favor of
pisintifi's. The total aivarded to plaintiffs was approximately $454 mifiion in compensatory and pnnitive

damages. The case was appealed to the Georgia Court of Appeals, ivhich affirmed the trial court's judgment,
and denied reconsideration. The Supreme Court of Georgia denied certiorari on January 18, 2001. On
February 28, 2001, the compensatory damages portion of the aivard plus accrued interest ivas paid to plaintiffs.
On March I, 2001, the United States Supreme Court granted a stay as to payment of the punitive damages
part of the jury's original award, pending the resolution of a petition for certiorari to be filed by TWE, which
was filed on June 15, 2001. On October I, 2001, the United States Supreme Court granted certiorari, vacated
the opinion of the Georgia Court of Appeals and remanded the case for further consideration as to punitive
damages. On March 29, 2002, the Georgia Court of Appeals affirmed and reinstated its earlier decision
regarding the punitive damage award. On April 18, 2002, TAVE filed a petition for certiorari to the Georgia
Supreme Court seeking review of the decision of the Georgia Court of Appeals, which was denied on
September 16, 2002. The Georgia Supreme Court subsequently denied TWE's motion for reconsideration of
its September 16th ruling. Plaintiffs have agreed not to pursue payment of the punitive damages aivard and
accrued interest until the resolution of TAVE's petition for writ of certiorari to the United States Supreme
Court, ivhich TWE filed on December 23, 2002. The petition is pending.
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On April 8, 2002, three former employees of certain subsidiaries of the Company filed Henry Spoon ei

al. v. AOL Time Warner Inc. er ol„apurported class action, in the U. S.District Court for the Central District
of California. Plaintiffs have named as defendants the Company, TWE, WEA Corp. , WEA Manufacturing
Inc. , Warner Bros. Records, Atlantic Recording Corporation, various pension plans sponsored by the
companies and the administrative committees of those plans. Plaintiffs allege that defendants miscalculated
the proper amount of pension benef ts owed to them and other class members as required under the plans in

violation of ERISA. The larvsuit has been transferred to the U. S. District Court for the Southern District of
New York. Due to the preliminary status of this matter, the Company is unable to predict the outconte of this
suit.

The costs and other effects of penrling or future litigation, governmental investigations, legal and
administrative cases and proceedings {vrhether civil or criminal), settlements, judgments and investigations,
claims and changes in those matters (including those matters described above), and developments or
assertions by or against the Company relating to intellectual property rights and intellectual property licenses,
could have a material adverse efi'ect on the Company's business, financial condition and operating results.

15. RELATED PARTY TRANSACTIONS

Transactions with AOL Time VVarner

In the nownal course of conducting their businesses, TWE has various transactions with AOL Time
Warner and its subsidiaries. Under the provisions of tlie TAVE partnership agreement, AOL Time Warner
provides certain management services to TIVE. Por example, employees of TWE participate in various AOL
Titne %Yarner medical, stock option and other benefit plans, for which TWE is charged its allocable share of
plan expenses, including administrative costs. In addition, AOL Time Warner provides TWE with certain
corporate services, including accounting, tax, legal and administration, for which TWE pays a fee, which was
established in the agreement.

TAVE has management services agreements with AOL Time Warner, pursuant to which TWE manages,
or provides services to, the cable television systems owned by AOL Time 3Varner. The fee is based in part
upon the number of AOL Time Warner cable television subscribers under management of TAVE in relation to
tots! AOL Tinte Warner and TAVE subscribers. Such cable telerision systems also pay fees to TWE for the
right to carry cable television programming prmided by TWE's cable networks. Similarly, TWE's cable
television systems pay fees to AOL Time Warner for the right to carry cable television programming provided

by AOL Time Warner's cable networks.

TWFys Filmed Entertainment segment has various service agreements with AOL Time IVarner's Filmed
Entertainment segment, pursuant to which T5VE's Filmed Entertainment segment provides certain manage-
ment and distribution services for AOL Time Warner's theatrical, television and animated product, as well as
certain services for administrative and technical support.

AOL Tinte 5Varner's Networks segment has license agreements with TWE, pursuant to which the cable
netrvorks have acquired broadcast rights to certain film and television product. In addition, AOL Time
Warner's Music segment provides home videocassette distribution services to certain 'AVE operations, and
certain TAVE units place advertising in magazines published by AOL Time 5Varner's Publishing segment.

For the year ended December 31, 2002, the accompanying statement of operations includes revenue, cost
' of revenue and selling, general and administrative expenses from transactions with AOL Time Warner of $335

million, $197 million and $217 million, respectively. For the year ended December 31, 2001, revenue, cost of
revenue and selling, general and administrative expenses from transactions tvith AOL Time Warner were
$423 million, $175 million and $138 million, respectively. For the year ended December 31, 2000, revenue,
cost of revenue, and selling, general and administrative expenses from transactions with AOL Time Warner
were $264 million, $85 million and $95 million, respectively.
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Transactions with Equity Method Inrestees

In addition, the Company has transactions with certain unconsolidated investees accounted for u»der the
equity method of accounting of both T»VE and AOL Time IVarner, generally with respect to sales of products
and services in the ordinary course of business. Such transactions include the licensing of broadcast rights to
film and television product by the Filmed Entertainment segment and the licensing of rights to carry cable
television programming provided by the Cable Net&vorks segment. For the year ended December 31, 2002, the
accompanying statement of operations includes revenue and cost of revenue from the aforementioned
transactions of $222 million and $125 million, respectivdy. Far the year ended Decmuber 31, 2001, revenue

and cost of revenue from the aforementioned transactians were $152 million and $190 million, respectively.
For the year ended December 31, 2000, the accompanying statement of operations includes revenue and cost
of revenues 1'rom the aforementioned transactions of $161 million and $123 million, respectively.

Transactions vrith Comcast

The Company has also entered into various transactions vvith Comcast, a minority owner of TIVL8 and its
subsidiaries, primarily related to the sale of programming to Comcast cable systems by the Networks segment.
These transactions are executed on tenus comparable to those of unrelated third parties. For the years ended
December 31, 2002 and 200i, the accompanying statement of operations includes revenue from the.

aforementioned transactions of $378 million a&ul $365 r&ullion, respectively. These amounts refiect transactions
with only those cable systems in v hich Comcast had on ownership interest during the periods covered.

Other Transactions

In addition to the above transactions in the normal course of business, in January 2003, the Company
acquired an additional 119o interest in The WB Network from certain executives ol' The IVB Network for
$128 &nillion.

16. ADDITIONAL FINANCIAL IiNFORlYIATION

Cash F&lovrs

Additional finsncial information &vith respect to cash

Cash payments made for interest.

Interest income received

Cash interest expense, net.

Cash payn&ents made t'or income taxes, net

Income tax. refunds received .

Cash taxes, net

(payments) and receipts are as follows:

Years Ended December 31,
2002 2001 2000

0nittions)

$(391) $(554) $(539)
10 27 24

~$ 381) $(527) $(515)

$(165) $(174) $(114)
12 4 7

$(153) $(170) ~$107)

Noncash investing activities in 2002, 2001 and 2000 included the exchange of certain cable television
systems.
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Interest Expense, Net

Interest expense, net, consists of:

Interest income.

Interest expense .
Total interest expense, net

Years Ended December 31

2002 2001 2000

(millions)

$ 25 $ 24 $ 22

(426) (554) (634)

~$ 401) $(530) $(612)

Other Expense, Net

Other expense, net, consists of:

Years Ended December 31,

IVritedorvn of Cable television joint ventures

Other investment activity, principally income (losses) from equity method
investees

Losses on accounts receivable securitization programs . . . . . , . . . . . . . . . . . . .
Gains on unconsolidated cable systems.
lvliscellaneous

Total other expense, net

2002 2001

(millions)

$(363) $

26 (353)
(18) (25)

39

(2) (7)

$(357) $(346)

2000

(135)
(59)

(34)

$(228)

Other Current Liabilities

Other current liabilities consist of:

Accrued expenses.

Accrued compensation'

Deferred revenues

Accrued income taxes

Total other current liabilities

Years Ended
Decenrber 31,

2002 2001

(nrillions)

$2,074 $1,940

292 275

301 350

46 51

$2,713 $2,616
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REPORT OF INDEPENDENT AUDITORS

Tbe Partners of
Time Warner Entertainment Company, L.P.

We have audited the accompanying consolidated balance sheet of Time Warner Entertainment
Company, L.P. ("TWE") as of December 31, 2002 and 2001, and the related consolidated statements of
operations, partnership capital and cash flows for each of the three years in the period ended December 31,
2002. Our audits also included the financial statement schedule listed in the index at Item 15(a). These
financial statements and schedule are the responsibility of TWE's management. Our responsibility is to
express an opinion on these financial statements and schedule based on our audits.

We conducted our audits in accordance ivith auditing standards generally accepted in the United States.
Those standards require that ive plan and perform the audit to obtain reasonable assurance about ivhether the
financial statements are free of material misstatenient. An audit includes examining, on a test basis, evidence

supporting the amounts and disclosures in the financial statements. An audii also includes assessing. the
accounting principles used and signiTicant estiniates made by management, as ivell as evaluating the overafl

financial statement presentntion. 'iVe believe that our audits provide a reasonable basis for our opinion.

ln our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of TWE at December 31, 2002 and 2001, and thc consolidated results of its
operations and its cash floivs for each of the three years in the period ended December 31, 2002, in conformity
with accounting principles generally accepted in the United States. Also, in our opinion, the related financial
statement schedule, when considered in relation to the basic financial statements taken as a whole, presents
fairly in all material respects the information set forth therein.

As discussed in Note 1 to. the consolidated financial statements, in 2000 TWE changed its film

accounting method and in 2002 TWE changed its method of accounting for goodwili and intangible assets.

ERNST 8c YoUNG LLP

Neiv York, New York
January 29, 2003
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The selected financial information for each of the five years in the period ended December 31, 2002 set
forth beloiv has been derived from and should be read in conjunction with tbe consolidated financial
statements and other financial information presented elsewhere herein. Capitalized terms are as defined and
described in such consolidated financial statements, or elsewhere herein. The selected historical infomnation
prior to 2001 represent the financial results of TWE prior to the America Online —Time Warner merger. In
addition, certain reclassifications have been made to conform to the 2001 presentation.

The selected historical financial information for 1998 reflects (i) the TWE-A/N Transfers, efl'ective as of
January 1, 1998, (ii) the Primestar Roll-up Transaction, effective as of April I, 1998, (iii) the formation of
Road Runner, effective as of June 30, 1998, (iv) the Time Warner Telecom Reorganization, effective as of
July 1, 1998 and (v) the formation of the Texas Cable Joint Venture, elfective as of December 31, 1998.

Years Ended December 31,
Selected Operating Statement Information

Revenues
Depreciation and amortization
Operating income (loss) 'I
Interest expense, net
Other income (expense), net '
Income (loss) before discontinued operations and

cumulative elfect of accounting change. . . . . . . .
Net income (loss)' I

Selected Balance Sheet Information

Cash and equivalents
Total assets
Debt due sidthin one year
Long-term debt
Preferred stock of subsi&liary
Time Warner General Partners'Senior Capital
Partners' capital

2002 2001

$16,425 $14,342
(1,279) (3,538)

308 (31)
(401) (530)
(357) (346)

2000

(miuions)

$13,178
(1,260)
1,722
(612)
(228)

1999 1998

$12,434 $11,595
(1,568) (1,618)
2,554 1,408
(532) (525)
976 (292)

(635)
(21,219)

414
326

2002

$1,012
54,355

8

6,947

37, 117

2001

$250
85,058

2
8,049

65,405

2000

(millions)

$306
24,901

3
7,108

6,926

1999

$517
24,843

6
6,655

7, 149

1998

$87
22,230

6
6,578

217
603

5,107

(998) 807 2,878
(1,032) 229 2,759

Years Fnded December 31,

In 2002, includes non-cash charge of $2.355 billion relating to the imparrment of goodwig at the Cable segment (Note 2). In 1999,
includes pretax gains ot' approximately $215 million relating io the early termination and setticment of a lang-term, home video
distribution agreement and $897 million relating to the sale or exchange of certain consolidated cable television systems otTset by a
non-cash charge of $106 million relating to )Varner Bros.' retail stores.

Includes additions! interest expense of approximately $26 million in 2000 related to the Si" Flags litigation.

includes pretax charge of $363 million in 2002 to reduce the carrying value of T)VE's investments in certain unconsolidated cable
television joint ventures (Note 5) and pretax gains of $10 million in 2000, $40 million in 1999 and $30 million in 1998 relating to
(i) the partial recognition of a deferred gain in connection with the 1998 sale of Six Flags, (ii) net pretax gains of approximately
$65 million in 2000 and $97 million in 1999, principally related to the sale of an interest in CanalSatellite, (iii) a pretax clrarge of
$24 million recognized in 2000 in connection with thc Six Flags litigaiion, (iv) net pretax gains of approximateiy $1.080 billion in
1999 relating to the saic or exchange of certain unconsolidated cable television systems and investments and (v) a pre!ax charge of
approximately $210 million in 1998 to reduce the carrying value of an interest in Primestar.

Includes a non-cash charge of $21.763 billion related to the cumulative ea'ect of an accounting change in co ection with the
adoption of FAS 142. In 2000, includes a cumulative elTect of accounting change of $524 million in connection with the adoption of
a new film accounting standard.
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Quarter

2002(")

1st

2nd

TIME IVARNER Ei'NTERTAINMENT COMPANY, LP.
QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

Revenues

$3,717

4,247

Operating Net Income
Income (Loss)
(millions)

$532 $(21,383)
645 483

3rd .

4th .
Year .

2001( 1

1st .
2nd .

3rd .

4th .
Year.

3,935

4,526

16,425

$3,320

3,396

3,559

4,067

14,342

612

(1,481)
308

$ (98)
(42)

19

90

(31)

1,655

(1,974)
(21,219)

$ (350)
(232)
(241)
(209)

(1,032)

tsl

T3VE's net loss in 2002 has been aifected by certain significant transactions and nonrecumng items. These items consisted of (i) a

noncash charge of $2! 763 biflicn in the first quarter to reduce the carrying value of goodivill upon adoption of FAS 142 (Note 1),
(ii) a non-cash pretax charge of $2.355 biflion in the fourth quarter to reduce the carrying value of goodv, 'ifl and other intangible

assets (Nctc 1), (iii) a non-cash charge of $363 million in the fourth quarter to reduce the carrying value of T)VE's investment in

certain unconsolidated cable television system joint ventures that experienced other-than-temporary declines in market value

(Note 5) and (iv) discontinued opcraiions net of tax cf $(1) million in the first quarter, $2 miflion in the second quarter and

$112 million in the third quarter, thereby aggregating $113 million for the year, to reflect the results of the Advance/Newhouse

Systems (Note 1).
T)VE's net loss in 2001 has been alfected by a certain signiyicant transaction and nonrecurring item. This item consisted of
discontinued operations net of tax ol'$(10) miflion in the first quarter $ (9) million in the second quarter $ (10) million in the third

quarter and $(10) million in the fourth quarter, thereby aggregating $(39) million for the year, to refiect the results of the
Advance/Newhouse Systems (Note 1).
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TIME .WARNER ENTERTAINMENT COIVIPANY, I P.
SCHEDULE II —VALUATION AND QUALIFYING ACCOUNTS

Years Ended December 31, 2002, 2001 and 2000

Description

Balance at
Beginning
of Period

Additions
Charged to
Costs and
Expenses Deductions

Balance At
End of
Period

2002:

Reserves deducted from accounts receivable:

Allowance for doubtful accounts . . . . , . . . . .
Reserves for sales returns and adowances. . .

Total

2001

Reserves deducted from accounts receivable:
Allowance for doubtful accounts . . . , . . . . . .
Reserves for sales returns and allowances. . .

Total

2000:

Reserves deducled from accounts receivable:
Allowance for doubtful accounts . .
Reserves for sales returns and allosvances. . .

Total

(rut((tons)

$500 $ 221 $(182)t'1 $ 539
410 1,029 (800) "1 639

$910 $1,250 $(982) $1,178

$359 $ 262 $(121)t'i $ 500
318 606 (514) 410

$677 $ 868 $(635) $ 910

$290 $ 158 $ (89) '
$ 359

378 448 (508) 318

$668 $ 606 $(597) $ 677

Represents uncollectible receivables charged against the reserve.
(s& Represents returns or allowances applied against the reserve.
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TAVE GENERAL PARTNERS
MANAGEtVIENT'S DISCUSSION AND ANALYSIS

OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

INTRODUC'PION

Management's discussion and analysis of results of operations and financial condition ("IvID&A") is

provided as a supplement to the accompanying consolidated financial statements and footnotes to help provide
an understanding of Warner Communications Incls ("WCI") and American Television and Communications
Corporation's ("ATC"), (collectively, the "General Partners" ) financial condition, changes in financial
condition and results of operations. The MD&A is orgamzed as follows:

Overvievw This section provides a general description ol' the General Partners' businesses, as well as
recent developments that have occurred during 2002 that the General Partners believe are important in

understanding results of operations, as ivefl as to antic!pate trends in those operations.

Results of opexnllanx This section provides an analysis of IYCI's results of operations for all three

years presented in the accompanying consolidated statement of operations. WCI is the only General
Partner with independent business operations; therefore, the results of ATC are not &liscussed. In
addition, a brief description is provided of transactions and events that impact the comparability of the
results being analyzed.

Financial conrlirinn aud fiqtr!dity, This section provides an analysis of WCI's cash floivs, as well as a

discussion of IVCI's outstanding debt and commitments, both firm and contingent, that existed as of
December 31, 2002. Included in the discussion of outstanding debt is a discussion ol' the amount of
financial capacity available to fund WCI's future commitments, as wdl as a discussion of other
financing arrangenients.

Market risk management. This section discusses how the General Partners manage'exposure to
potential loss arising from adverse changes in foreign currency exchange rates and changes in the
market value of investments.

Critical accounting policies. This section discusses fliose accounting policies that are considered
important to the General Partners' financial condition and results, and require significant judgment and
estimates on the part of management in their application. In addition, all of the General Partners'
signiTicant accounting policies, including the critical accounting policies, are summarized in Note 1 to
the accompanying consolidated financial statenients.

Risk factors and caurion conceiviiagfnrward-looking sra(emenrs. This section provides a description
of risk factors that could adversely afl'ect the operations, business or financial results of the General
Partners or its business segments and how certain forward-looking statements made by the General
Partners in this report, including throughout lvlD&A and in the consolidated financial statements, are
based on management's current expectations about future events and are inherently susceptible to
uncertainty and changes in circumstances.

OVERVIEW

Description of Business

On June 30, 1992, thirteen direct or indirect subsidiaries of Time Warner Companies, Inc. ("TW
Companies" ) contributed the assets and liabilities or the rights to the cash flows of substantially all of T4V
Companies' Filmed Entertainment, Cable Netivorks and Cable businesses to Time IVarner Entertainment
Company, L.P. ("TIVE"), a Delaware limited partnership, For general partnership interests, and each general
partner guaranteed a pro rata portion of substantially al! of TIVE's debt and accrued interest based on the
relative fair value of the net assets each contributed to TAVE (the "General Partner Guarantees" ), (See
Note 9). Since then, eleven of the thirteen original general partners have been merged or dissolved into the
other two. WCI and ATC are the tivo remaining general partners of TWE. They have succeeded to the
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OF RESULTS OF OPFRATIONS AND FINANCIAL CONDITION —(Continued)

general partnership interests and have assumed the General Partner Guarantees of the eleven former general
partners.

WCI conducts substantially all of AOL Time Warner Inc/s ("AOL Time 'iVarner" or the "Company" )
music operations, including interests in recorded music, music publishing and CD and DVD manufacturing.
These music operations include copyrighted music from many of the ivorld's leading recording artists that is
produced and distributed by a family of established record labels such as Warner Bros. Records, Atlantic
Records, Elektra Entertainment and Warner lvlusic International. In addition, WCI has investments in TWE,
TIV Companies, IPC Group Limited, Turner Broadcasting System, Inc. ("TBS")and Time )Yarner Telecom
Inc. ("Time Warner Telecom"). The financial position and results of operations of ATC are principally
derived from its investments in TIVE, TW Companies, TBS and Time Warner Telecom.

On January 11, 2001, America Online, Inc. ("America Online" ) and Time Warner Inc. ("Time
Warner" ) merged to form AOL Time IVarner, the ivorld's leading media and entertainment company (the
"Merger" ). As a result of the Merger, America Online and Time Warner each became a wholly oivned
subsidiary of AOL Time Warner and WCI and ATC each became an indirect, ivholly owned, subsidiary of
AOL Time Warner.

Use of KBITDA

WCI, the only General Partner with independent business operations, evaluates operating performance
based on several factors, including its primary financial measure of operating income (loss) before non-cash
depreciation of tangible assets, amortization of intangible assets and impairment ivrite-downs related to
goodwifi and intangible assets ("EBITDA"). WCI considers EBITDA an important indicator of the
operational strength and performance of its businesses, including the ability to provide cash fioivs to service
debt and fund capital expenditures. In addition, EBITDA eliminates the considerable ainounts of non-cash
depreciation of tangible assets and amortization of intangible assets recognized in business combinations
accounted for by the purchase method. As such, the folloiving comparative discussion of the results of
operations of WCI includes, among other factors, an analysis of changes in EBITDA. Hoivever, EBITDA
should be considered in addition to, not as a substitute for, operating incoine (loss), net incoine (loss) and
other measures of financial performance reported in accordance ivith accounting principles generally accepted
in the U.S. In addition, EBITDA should not be used as a substitute for the General Partners' various cash fiow
measures (e.g., operating cash liow), which are discussed in detail under "Financial Condition and Liquidity. "

Recent Developinents

Investment in Time Warner Entertaintnetrt Compnny, L.R
Prior to the change in ownership relating to the exercise of an option by AT&T Corp. ("AT&T"),which

is discussed below, the General Partners in the aggregate held 63.27% of the pro rata priority capital
("Series A Capital" ) and residual equity capital ("Residual Capital" ) of TIVE and 100% of the junior priority
capital ("Series B Capital" ) of TWE. TIV Companies held, directly or indirectly, 11.22% of the Series A
Capital and Residual Capital limited partnership interests. The remaining 25.51% limited partnership interests
in the Series A Capital and Residual Capital of TWE ivere held by MediaOne TWE Holdings, Inc. , a
subsidiary of AT&T.

During the second quarter of 2002, AT&T exercised a one-time option to increase its ownership in the
Series A Capital and Residual Capital of TWE. As a result, on May 3I, 2002, AT&T's interest in the
Series A Capital and Residual Capital of TIVE increased by approximately 2.13% to approximately 27.64%.
This resulted in a decrease in WCI's and ATC's corresponding interest in the Series A Capital and Residua!
Capital of T VE of approximately 1.07% and 0,74/o, respectively, to approximately 36.43% and 25.03%,
respectively. Similarly, T5V Companies' interest in the Series A Capital and Residual Capital of TWE
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decreased by approximately 0.32% to approximately 10,90%, In accordance with Stafi Accounting Bulletin

No. 51, "Accounting I'or Sales of Stock of a Subsi&liary,
" WCI and ATC have retlected the pretax impact of

the dilution of their interests in TWE of approximately $365 million and $240 million, respectively, as an

adjustment to paid-in-capital (Note 5). During the thirtl quarter of 2002, TVV Companies' 10.90% interest in
TWE was transferred to WCI and ATC, increasing VVCI's aml ATC's interest in the Series A and Residual
Capital of TWE to 41.88% and 30.48%, respectively. AT&T's interest in TWE was acquired by Comcast
Corp. ("Cotncast") upon consummation of the merger of Comcast and AT&T's broadband business in

November 2002.

In August 2002, AOL Time Warner and AT&T announced that they had agreed to restructure TWE.
The restructuring is expected to be completed on lvfarch 31, 2003. The restructuring svifi result in the
fofiovving: (i) IVCI wifi acquire complete ownership of TIVE's content assets (including Warner Bros., the
RVarner Bros. Library and Elome Box Ofiice, which svifi become separate, svhogy owned subsidiaries of WCI);
(ii) afi of AOL Time Warner's directly-owned cable television system interests svifi be contributed to a
separate company which svill become a majority-owned. subsidiary of AOL Time Warner and will be renamed
Time Warner Cable Inc. ("TWC Inc."); (iii) TWE will become a subsidiary of TWC Inc. and will continue
to own the cable television system interests it previously owned; (iv) Comcast vvifi receive $2.1 billion in cash,
which the Company anticipates will be funded through a new credit facility at TVVC Inc. that has not yet been
established and AOL Time Warner equity securities valued at $1.5 billion; (v) a Comcast Trust ttdfi also
retain a 21% economic interest in the Company's cable business, through a 17.9% direct ownership interest in

TWC Inc. (representing a 10.7% voting interest) and a limited partnership interest in TWE representing a
4,7% residual equity interest; and (vi) AOL Time IVamer will retain an overall 79% economic interest in the
cable business, through an 82.1% ownership interest in TWC Inc. (representing an 89,3% voting interest) and
a partnership interest in TWE representing a 1% residual equity interest and a $24 bifiiori pieferred
component. The 1% direct interest and $2.4 billion preferred interest in TWF. , as well as, part of AOL Time
IVarner's ownership interest in WCI, tvifi be held through ATC.

Based upon its 89.3% controfiing voting interest in TIVC lnc. , AOL Time Warner tvifi consolidate the
results of T'WC Inc. for accounting purposes. WCI svifi account for its interest in TIVC Inc. under the equity
method of accounting. ATC will account for its common and preferred interests in T)VE at cost. At the
closing of the restnrcturing, it is anticipated that TWC Inc, svifi have approximately $8.1 billion in

consolidated net debt and preferred equity, including the $2 4 billion preferred interest held by AOL Time
Warner. Subject to market and other conditions, AOL Tinte Warner expects to complete an mitial public
ofl'ering of TWC lnc. common stock during 2003. It is anticipated that the first $2.1 billion of net proceeds
raised in any such offering would be used to repay TWC lncys debt incurred to fund the $2.1 billion cash
payment to Comcast. Thereafter, Comcast will have certain priority registration rights with respect to its
interest in TWC Inc. (Note 5).

Snie of Colrorrbfn Bouse

In June 2002, AOL Time IVarner and Sony Corporation of America each sold 85% of their respective
50%v interest in the Columbia House Company Partnerships ("Columbia House" ) to BIackstone Capital
Partners HI LP ("Blackstone" ), an affiliate of The Blackstone Group, a private investment bank. The sale
resulted in WCI recognizing a pretax gain of approximately $97 mifiion, which is included in other income
(expense), ret, in the accompanying consolidated statement of operations. In addition, IVCI has deferred an

approximate $5 million gain on the sale. The deferred gain primarily relates to the estimated fair value of the
portion of tbe proceeds received as a note receivable, which svifi be deferred unti! such time as the realization
ot such note becomes more fully assured. As part of the transaction, AOL Time VVarner, including IVCI, wiH

continue to license mnsic and video product to Columbia House for a five-year period (Note 7).
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Acquisition of Word Entertainment

In January 2002, WCI completed its purchase of Word Entertainment ("Word" ),from Gaylord
Entertainment Company for approximately $84 million in cash. Word is a leader in the multi-faceted
contemporary Christian music industry with over 30 active artists on several record labels, approximately 45
songwriters under contract and a catalog containing more than 75,000 masters. The acquisition was acccuntcd
for using the purchase method of accounting for business combinations. During the third quarter of 2002,
WCI exclmnged 20% of its interest in 'iVord to Curb Records, for non-cash consideration of equal value.

RESULTS OF OPERATIONS

Transactions Afl'ecting Comparability of Results of Operations

Airter'ica Onlitre-Tinte Warner Merger

As a result of the Merger, the accompanying historical operating results and financial condition reflect the
allocation of the estimated $147 billion cost to acquire Time Warner to its underlying net assets, including the
net assets of WCI and ATC. In addition, the historical operating results and financial condition reflect
reclassilications to conform to AOL Time Warner's 2001 financial statement presentation.

tVew Accotuiting Principles

In the first quarter of 2002, the General Partners adopted new accounting guidance in several areas,
ivhich impacted tbe comparability of WCI's and ATC's financial results and are discussed below.

New Accouti ting Standnrd for Goodwill and Other Jn(angible Assets

During 2001, the Financial Accounting Standards Board ("FASB") issued Statement of Financial
Accounting Standards No. 142 "Goodwill and Other Intangible Assets" ("FAS 142"), ivhich requires that,
efl'ective January 1, 2002, goodwill, including the goodiidll included in the carrying vahie of investments
accounted for using the equity method of accounting, and certain other intangible assets deemed to have an
indefinite useful life, cease amortizing. The neiv rules also require that goodivill and certain intangible assets
be assessed for impairment using fair value measurement techniques. During tbe first quarter of 2002, WCI
and ATC completed their impairment review mid recorded uon-cash pretax charges of $18.962 billion and
$9.603 biflion, respectively, for the impairment of goodwill, substantially all of which ives generated in the
Mergbr. Approximately $14 billion of WCI's charge and all of ATC's charge was the result of goodwill
impairment charges recorded at TWE and certain other AOL Time Warner consolidated subsidiaries, which
are accounted for by the General Partners under the equity method of accounting. These charges reflect
overall market declines since the Merger was announced in January 2000, are non-operational in nature and
are reflected as a cumulative efl'ect of an accounting change in the accompanying consolidated financial
statements (Note 1).

During the fourth quarter of 2002, WCI and ATC performed their annual impairment revieivs for
goodwill and other intangible assets. As a result, 'iVCI recorded an additional non-cash charge of $1.499 billion
ivhich is recorded as a component of operating income in the accompanying consolidated statement of
operations. The $L499 billion charge at WCI includes a $646 million charge to reduce the carrying value of
goodivill and an $853 miflion charge to reduce the carrying value of other intangible assets of WCI's music
operations, which reflects declining valuations in the musi" industry, primarily due to the negative etfects ol'

piracy.

In addition, the General Partners recognized a $1 572 billion charge at 3VCI and $1.146 billion charge at
ATC relating to goodivill impairment chargce at TWE, due to decreasing valuations of TWE's cable systems,
as evidenced by the decline in the stock prices of comparable cable television conipanies. '1'hese charges are
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included in equity in pretax income (loss) of T)VE, in the accompanying consolidated statement of operations.
The impairment charges are non-cash in nature and do not afiect the General Partners' liquidity.

Reimbursemenr of "Out-of Pocket" Expenses

In January 2002, the FASB's Emerging Issues Task Force ("EITF") reached a consensus on EITF
No. 01-14, "Income Statement Characterization of Reimbursements Received for 'Out-of-Pocket' Expenses
Incurred" ("EITF01-14"). EITF 01-14 requires that reimbursements received for out-of-pocket expenses be
classified as revenue on the income statement. EITF 01-14 ivas effective. for the General Partners in the first

quarter of 2002 and required re(mactive restatement of afl periods presented io rcflect the new accounting
provisions. This change in revenue classification impacts WCI. As a result of applying the guidance of EITF
01-14, WCI's revenues and costs presented herein ivere increased by an equal amount of $152 million in 2001
and $155 million in 2000.

Emerging Issues 7'ask Force Issue IVo. 01-09

In April 2001, the EITF reached a hnal consensus on EITF Issue No. 00-25, "Ven&lor Income Statement
Characterization of Consideration Paid to a Reseller of the Vendor's Products, "which was later codiTied along
ivith other similar issues, into EITF 01-09, "Accounting for Consideration Given by a Vendor to a Customer
ot a Reseller of the Vendor's Products" ("EITF01-09").EITF 01-09 was elfective for the General Partners
in the first quarter of 2002 and requires retroactive restatement of all periods presented to reflect the new

accounting provisions. EITF QI-09 clarifies the income statement classification of costs incurred by a vendor
in connection with the resefler's purchase or promotion of the vendor's products, resulting in certain
cooperative advertising and product placement costs previously classified as selling expenses being reflected as
a reduction of revenues. This change in revenue classihcation iinpacts WCI. As a result of applying th'e

provisions of EITF 01-09, WCI's revenues and costs presented herein ivere reduced by an equal amount of
$45 million in 2001 and $35 million in 2000.

Significant Transactions and Other Itemsst+ectittg Carnparahilit&&

As more fully described herein and in the related footnotes, the comparability of WCI's and ATC's
operating results has been affected by significant transactions and other items in each period.

For the year ended December 31, 2002, these items included (i) merger and restructuring costs of
approximately $8 million at WCI (Note 4), (ii) a non-cash charge of $1.499 billion to reduce the canying
value of goodwill and other intangible assets at WCI, which is included as a component of operating income
(loss) and excludes a $1.572 billion charge representing WCI's share of TWE's goodwill and other intangible
assets impairment (Note 3), (iii) non-cash pretax charges of approsdmatety $446 million at WCI and

approximately $244 million at ATC to reduce the carrying value of certain inve tments that experienced
other-than-temporary declines in market value, including non-cash pretax charges of approximately $356 mil-

lion at WCI and $244 million at ATC to reduce the carrying value of their respective investments in Time
Warner Telecom, an equity investee (Note 7), and (iv) an approximate $97 million gain in (he second quarter
on the sale of a portion of IVCI's interest in Columbia House (Note 7).

For the year ended December 31, 2001, these items included (i) merger and restructuring costs of
approximately $37 million at IVCI (Note 4) and (ii) non-cash pretax charges of approximately $676 million

at WCI and $372 million at ATC to reduce the carrying value of certain investments that experienced other-
than-temporary declines in market value, including non-cash prctax charges of approiriniately $542 million at
WCI and $372 million at ATC to reduce the carrying value of their respective investnients in Time Warner
Telecom, an equity investee (Note 7).
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For the year ended December 31, 2000, these items included (i) merger and restructuring costs of
approximately $18 million (Note 4), (ii) a non-cash pretax charge of approximately $115 million to reduce
the carrying value of WCI's investnient in the Columbia llouse (Note 7) and (iii) a non-cash pretax charge
of $337 million for IVCI and $227 million I'or ATC related to the cumulative effect of an accounting change in
connection ivith the adoption of a new film accounting standard.

Set forth beloiv is a discussion of the results of operations and financial condition of. IVCI, the only
General Partner ivith independent business operations.

2002 vs. 2001

Reveirues. WCI's revenues increased to $4.205 billion in 2002, compared to $4.036 billion in 2001.
Revenues increased primarily due to the impact of the acquisition of Word Entertainment in January 2002,
loiver provisions for returns due to improved experience, increases in DVD manufacturing volume, and the
positive effect of changes in foreign currency exchange rates on international revenues, olfset in part by the
ongoing weakness in the worldwide music industry and lower DVD manufacturing prices. Industry-ivide
worldkvide music sales continue to be negatively impacted by the effects of piracy, which is expected to
continue in the future. In addition, downward pressure on DVD mamifacturing pricing could negatively affect
future manufacturing revenues and profits. As of December 31, 2002, VVCI's music operations had year-to-
date domestic album market share of 17.0%, compared to 16.8% at December 31, 2001.

EBITDA. WCI's EBITDA increased to $471 inillion in 2002 from $382 million in 2001. The
improvement in EBITDA is due primarily to higher revenues, the impact of various cost-saving and
restructuring programs and lower marketing and bad debt expense, partially offset by higher artist and
repertoire costs.

zlntorrizntiou Expense. IVCI's amortization expense decreased to $175 million in 2002 from $836 mil-
lion in 2001. The amortization expense in 2001 primarily reflected amortization of goodivill and other
intangible assets recorded in the Merger. The decrease in amortization expense in 2002 ivas due to the
adoption of FAS 142, ivhich resulted in goodivill and certain intangible assets ceasing to be ainortized, ofiset in
part by the amortization of finite lived intangibles acquired as part of the purchase of Word Fntertainment in
January 2002. In the first quarter of 2003 the Company reassessed the useful life of its music publishing
copyrights and record catalog and concluded that such lives should be decreased from 20 years to 15. The
impact of this change is expected to increase amortization expense by approxiniately $50 million per year.

Operntirtg Loss. IVCI's operating loss increased to $1.325 billion in 2002 compared to $551 million in
2001. The increase in operating loss is due primarily to a $1.499 billion goodwill and other intangible asset
impairment charge, offset in part by an increase in EBITDA and a decrease in amortization expense due to
the adoption of FAS 142.

Eryuiry fir rlie Prerux Income (Loss) of TIVE. IVCI's equity in the pretax income (loss) of TVVE was
$(427) million in 2002, compared to $(969) million in 2001. TKVE's pretax loss decreased in 2002 as
compared to 2001 principally due to a decrease in amortization expense due to the adoption of FAS 142, and
an increase in FBITDA, offset in part by a non-cash charge of $2.355 billion to reduce the carrying value of
goodivill, as well as an increase in depreciation expense. WCI's equity in the pretax income (loss) of TWE
also includes a charge of $1.572 billion representing IVCI's share of TWE's goodwill and other intangib!e
assets impairment charge.

Jureresr Expense, tVet. WCI's interest expense, net, ivas $59 million in 2002 compared to $25 million in
2001. The increase was principally the result of a loan received from AOL Time Warner in conjuncuon with
the purchase of IPC Group Limited.
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Other Irtcarne (Lxpense), iVei. WCI's other income (expense), net was $(308) million in 2002,
compared to $(1.088) billion in 2001. The decrease was principally due to lower losses fram certain
investments accounted for under the equity method of accounting and a decrease in losses related to
investment write-downs.

Income Tnc (Expense) Berteftr. The relationship between income before income taxes and income tax
expense for the General Partners is principally affected by the amortization of goodv, ill and certain other
financial statement expenses that are not deductible for income tax purposes. Income tax expense for each of
the General Partners includes all income taxes related to its allocable share of partnership income ot'T'iVE.

iVel Income (Loss). WCI's net loss increased to $21.001 billion in 2002 from $2.259 billion in 2001 due
to the cumulative elfect of adopting FAS 142 of $18.962 biHion and a $1A99 billion goodwill and intangibles
impairment charge, offset in part by a decrease in the amortization of intangibles as a result of the adoption of
FAS 142.

2001 rs, 2000

Reiewiies. WCI had revenues of $4.036 billion compared to revenues of $4268 billion in 2000.
Revenues decreased primarily due to the negative effect of changes in foreign currency exchange rates on

in(emational music operations and loner industry-wide recorded music sales. Despite the industty-svide sales
decline, WCI's music operations increased its domestic market share to 16.8%, coming in second place for the
year in total industry sales.

EBITDA. IVCI's EBITDA decreased to $382 million from $512 million. The decrease in EBITDA
principally related to the reduction in revenues, higher marketing costs, including the cost of promoting new

artists, higher provisions for bad debts, reilecting the difficult industry-&vide retail environment and higher
merger-related costs. This was offset in part by higher income from DVD manufacturing operations and losver

artist royalty costs driven by the lower revenues.

Amortization Expeirse. XVCI's amortization expense increased to $836 million in 2001 I'rom $241 mil-
lion in 2000 as a result of goodwill and other intangible assets recorded in 2001 in connection with the Merger.

Opeiaring Income (Lass). IVCI bad operating income (loss) of $(551) antlion in 2001 compared to
$188 million in 2000. The decline in operating income was principally related the amortization of goodwill and
other intangible assets recorded in connection with the Merger.

Equity in tlute Prernx laconic (Loss) of TIKE. IVCI's equity in the pretax income (loss) of TWE was

$(969) million in 2001, compared to $539 million in 2000. TWE's pretros income decreased in 200las
compared to 2000 principally due ta the impact of the Merger and the application of the purchase method of
accounting, which resulted in increased amortization of goodwill and other intangible assets recorded in
connection with the lvlerger, including the ainartization of goodwill included in the carrying value of
investments accounted for under the equity method of accounting, which is recorded in TWK's other expense,
net.

Iiireresr Expeiise, iVer. WCI's interest expense, net, was $25 million in 2001 compared to $3 million in

2000. The increase was principally the result of the recognition of the accretion of interest associated with a
long-term liability for artist contracts, which was established as a result of the Merger and the application of
the purchase method of accounting.

Oilier Income (Erpense), Ner. IVCI's other income (expense), net, svas $(1.088) billion in 2001,
compared to $(188) million in 2000. The increase was principally due to an increase in losses related to
investment write-downs and higher losses from certain investments accounted for under the equity method of
accounting. The losses from equity method investments primarily relate to the amortization af goodwill and
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intangible assets associated tvith these investments, which were adjusted upward in connection rvith the

Merger.

1«c«nte L«x (Eepe«se) Be«e)it. Tire relationship between income before income taxes and income tax
expense for the General Partners is principally afl'ected by the amortization of goodkvill and certain other
financial statement expenses that are not deductible for Income tax purposes. Income tax expense for each of
the General Partners includes all income taxes related to its allocable sharc of partnership income of TWE.

Ner I«come (L«ss). WCI had net income (loss) of $(2.259) billion in 2001 compared to $44 million in

2000. The decrease primarily relates to a decrease in WCI's equity in the pretax income of TWE, an increase
in losses related to investment write-downs, higher losses from certain investments accounted for under the

equity method of accounting and higher amortization expense, otfset in part by a $337 million non-cash pre-
tax charge recorded in 2000 related to the cumulative etfect of an accounting change in connection with the
adoption ot' a new film accounting standard and a decrease in income tax expense.

I'INANCIAL CONDITION AND LIQUIDITY

December 31, 2002

Current Financial Condition

WCI had $26.0 billion of equity at December 31, 2002, compared to $57.4 billion of equity at
December 31, 2001. WCI had no borrowings outstanding to TW Corltpanies under its revolving credit
agreement at the end of either period. As discussed in more detail below, management believes that WCI's
operating cash flow, cash and equivalents, and borrowing availability under its revolving credit agreement with

TW Companies are sufficient to fund its capital and liquidity needs for the foreseeable future without cash
distributions from TAVE above those permitted by existing agreements.

ATC had $15.0 billion of equity at December 31, 2002, compared to $28.3 billion at December 31, 2001.
Although ATC has no independent operations, it is expected that additional tax-related and other distributions
from TWE, as well as availability under ATC's revolving credit agreement with TW Companies, will continue
to be sufficient to satisfy ATC's obligations with respect to its tax sharing agreement wdth TW Companies for
the foreseeable future.

Cash Flows

Oper«ling Actlvlrles

ln 2002, WCI's cash provided by operations amounted to $609 million and reflected $471 million of
EBITDA; $294 million of distributions received from TWE, $189 million of net income tax refunds

($223 million of vvhich was received from AOL Time Warner under a tax-sharing agreement), less a
$345 million increase in other working capital requirements. In 2001, WCI's cash provided by operations of
$477 million reflected $382 million of EBITDA, $188 million of distributions from TIVE, $225 million of net
income tax refunds ($297 million of which was received from AOL Time IVarner under a tax-sharing
agreement), less $318 million related to an increase in other working capital requirements.

Bn rsri«g xtcdvilies

Cash used by investing activities increased to $312 million in 2002, compared to $228 miflion in 2001 as a
result of a decrease in proceeds received from the sale of investments.
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Financing Activities

Cash used by financing activities increased to $337 million in 2002 from $245 million in 2001 as a result

of an increase in amounts diie to TW Companies oflset in part by decreased dividend payments.

WCI and A'fC have no claims on thc assets and cash flows of TWE except through the payment of
certain reimbursements and cash distributions. In 2002, the General Partners received an aggregate
$497 million of distributions from TWE, consisting of $473 million of tax-related distributions and $24 inilfion

of stock optioi, related distributions. In 2001, the General Partners received an aggregate $317 million of
distributions from TWE, consisting of $53 million of tax-related distributions and $264 million of stock option

related distributions. Of such aggregate distributions, WCI received $294 million in 2002 and $188 million in

2001, and ATC received $203 million in 2002 and $129 million in 2001.

Outstanding Debt and Other Financing Arrangements

Outstanding Debi and Available Financia! Capacity

At December 31, 2002, WCI had total committed capacity, defined as maximum available borrowings
under its debt agreement with T)V Companies, of approximately $1 billion. Of this committed capacity,
approximately $1 billion was available to fund future contractual obligations, none of which was outstanding as
debt. In addition, WCI has a liabifity to AOL Time Warner of $887 million as a result of the IPC acquisition,
ivhich occurred during the fourth quarter of 2001.

Other Financing Arrangements

From time to time, 'iVCI, through AOL Time Warner, enters into various other financing arrangements
w.'th special purpose entities ("SPEs"). These arrangements include facilities which provide for the
accelerated receipt of cash on certain accounts receivable. WCI employs these financing arrangements
because they provide a cost-efficient form of financing, , including certain tax benefits, as well as an added level

of diversification of funding'sources. WCI is able to realize cost efficiencies under these arrangements since
the insects securing the financing are held by a legally separate, bankruptcy-remote SPE and provide direct
security for the funding being provided. The assets and financing associated ivith these arrangements generally
qualify for off-balance sheet treatment. For more detail, see Note 17 to the accompanying consolidated
financial statements. As of December 31, 2002, WCI's other financing arrangements consisted of an accounts
receivable securitization facility which had committed capacity of $450 million, including amounts that can be
used by non-WCI, AOL Time Warner segments. As of December 31, 2002, lVCI had outstanding utilization
under the facility of $450 million and no unused capacity.

In January 2003, the FASB issued FASB Interpretation No. 46, "Consolidation of Variable Interest
Entities" ("FIN 46"), which requires variable interest entities (commonly referred to as SPEs) to be
consolidated by the primary beneficiary of the entity if certain criteria are met. FIN 46 is eflective
immediately for all new variable interest entities created or acquired after January 31, 2003. For variable
interest entities created or acquired prior to February 1, 2003, the provisions of FIN 46 become effective for
the General Partners during the third quarter of 2003. Although the Company has not completed its review,
the General Partners anticipate that the adoption of FIN 46 will not have a significant impact on their
respective financial statements.

Raring Triggers and Finnnciai Covenanrs

The General Partners source of funding is generally through participation in AOL Time Warner's bank
credit agreements and financing arrangements ivith SPEs. Each of the AOL Time tVarner's bank credit
agreements and financing arrangements with SPEs, contain customary covenants. A breach of such covenants
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in the bank credit agreements that continues beyond any grace period can constitute a &lefault, ivhich can!imit
the ability to borrow and can give rise to a right of the lenders to temninate the applicable facility and/or
require immediate payment of any outstanding debt. A breach of such covenants in the financing arrange-
ments in SPEs that continues beyond any grace period can constitute a ternunation event which can limit the
facility as a future source of iiquidity; hoivever, there ivould be no claims on AOL Time aVarner or $VCI for
the receivables previously sold. Additionally, in the event that AOL Time Warner's credit ratings decrease, the
cost of maintaining its bank credit agreements and facilities and of borrowing increases and, conversely, if the
ratings improve, such costs decrease.

As of December 31, 2002 and through the date of this filing, AOL Time Warner was in compliance with
all covenants. Management does not foresee that AOL Time t&Yarner ivill have any difficulty complying with
the covenants currently in place in the foreseeable future.

Contractual and Other Obligations

Firm Comnri/ments

In addition to the above financing arrangements, WCI has commitments under certain firm contractual
arrangements ("lirm commitments") to make future payments for goods and services. These firm commit-
ments secure the future rights to various assets and services to be used in the normal course of operations. For
example, WCI is contractually committed to niake certain minimum lease payments for the use of property
under operating lease agreements or make payments to music artists for future album deliveries. In
accordance with current accounting rules, the future rights and obligations pertaining to such firm commit-
ments are not reflected as assets or liabilities on the accompanying consolidated balance sheet.

$109
55

10

$109 $547

120 350

21

$229 $918

Net operating leases .
Letter of credit and other firm commitments .

$174 $515Total firm commitments

The following table summarizes separately WCI's firm commitments at December 31, 2002 and the
timing and effect that such obligations are expected to have on '&VCI's liquidity and cash flow in future periods.
It should be noted that there are a number of firm commitments made by WCI in the normal course of
business, the following table represents the more significant of those firm conunitments. IVCI expects to fund
these commitments ivith operating cash flow generated in the normal course of business.

2007 and
Nature of Firm Commitnrents 2003 2004-2006 thereafter Total

(iniuions)

Talent contracts $329
175

Contingent Conrmiimenrs

Frr&m time to time, )VCI enters into certain contractual arrangements that require WCI to make
payments or provide funding if certain circumstances occur ("contingent commitments"). Contingent
commitments were not significant as of December 31, 2002.

Guarantees

In November 2002, the FASB issued Interpretation No. 45, "Guarantor's Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others" ("FIN 45"). FIN
45 requires that a liability be recorded in the guarantor's balance cheet upon issuance of a guarantee. In
addition, FIN 45 requires disclosures about the guarantees that an entity has issued, including a reconciliation
of changes in the entity's product warranty liabilities. The initial recognition and initial measurement
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provistons of FIN 45 are applicable on a prospective basis to guarantees issued or modified after December 31,
2002, irrespective of the guarantor's fiscal year-end. The initial recognition and initial measurement provisions

of FIN 45 are not expected to have a material impact on the General Partners' consolidated financial

statements. The disclosure requirements of FIN 45 are eflective for financial statements of inte'rim or annual

periods ending after December 15, 2002; therefore, the General Partners have niodified its disclosures herein

as required.

Equity Method Imestments

Except for the guarantee of TLVE's debt, as discussed in Note 9 to the accompanying consolidated

financial statements, the General Partners do not guarantee the debt of any of their investments accounted for

using the equity method of accounting. However, for certain of these investments, WCI expects to continue to
provide funding in excess of ainounts currently invested.

MARKET RISK MANAGEMENT

Market risk for IVCI includes the potential loss arising from adverse changes in market rates and prices,
such as, foreign currency exchange rates and changes in the market value of investments.

Foreign Currency Risk

AOL Tinie Warner uses foreign exchange contracts primarily to hedge the risk that unremitted or future
royalties and license fees oived to WCI domestic companies for the sale or anticipated sale of U.S. copyrighted
products abroad may be adversely aflected by changes in foreign currency exchange rates. As part of its overall

stmtegy to manage the level of exposure to the risk of foreign currency exchange rate fluctuations, primarily

exposure to changes in the value of the British pound, Japanese yen, and European currency, AOL Time
"iVarner hedges a portion of its, TIVE's and 3VCI's combined foreign currency exposures anticipated over the

ensuing fifteen-month period (the "hedging period"). At December 31, 2002, AOL Time Wanier had
eflectively hedged approxinmtcly 75% of WCI's estimated net foreign currency exposures that principally
relate to anticipated cash floivs for royalties and license fees to be remitted to the U.S. over the ensuing

hedging period. The hedging period for royalties and license fees covers revenues expected to be recognized
over the ensuing tivelve-month period, hoivever, there is oflen a lag between the time that revenue is
recognized and the transfer of foreign-denominated revenues back into U.S. dollars, therefore, the hedging
period covers a fifteen month period. To hedge this exposure, AOL Time Warner uses foreign exchange
contracts that generally have maturities of three months to fifteen months providing continuing coverage
throughout the hedging period. AOL Time Warner reimburses or is reimbursed by IVCI for contract gains and

losses related to WCI's foreign currency exposure. At December 31, 2002, AOL Time Warner had contracts
for the sale of $1.588 billion and the purchase of $1.341 billion of foreign currencies at fixed rates. Of AOL
Time Warner's $247 million net sale contract position, $613 million of foreign exchange sale contracts and

$430 million of foreign exchange purchase contracts related to IVCI's foreign currency exposure, including net
contracts for the sale of $90 million of Japanese yen and $252 million of European Currency and net contracts
for the pnrchase of $153 million of the British pound. This compared to contracts for the sale of $448 million

and the purchase of $400 million ot foreign currencies for WCI at December 31, 2001, including net contracts
for the sale of $146 million of Japanese yen, and net contracts for the purchase of $28 million of European
currency and $62 million of the British pound.

Based on AOL Time 'iVarner's outstanding foreign exchange contracts related to VVCI's exposure at
December 31, 2002, each 5% devaluation of the U.S. dollar would result in approximately $9 million of net
unrealized losses on contracts. Conversely, a 5% appreciation of the U.S, doflar ivould result in approximately
$9 million of net unrealizeil gnins on contracts. Consistent with the nature of the economic hedge provided by
such foreign exchange contracts, such unrealized gains or losses largely would be olfset by corresponding
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decreases or increases, respectively, in the dollar value of future foreign currency royalty ani1 license fee

payments that would be received in cash ivithin the hedging period froin the sale of U.S. copyrighted products

abroad.

Equity Risk

The General Partners are exposed to inarket risk as it relates to changes in market value of their

investments. The General Partners invest in equity instruments of public and private companies for

operational and strategic business purposes. These securities are subject to significant fluctuations in fair

market value due to volatility of the stock market and the industries in ivhich!he companies operate. These

securities, which are classified in "Other investments" on the accompanying consolidated balance sheet,

include investments accounted for using the equity method of accounting, investments in private securities and

equity derivative instruments. As of December 31, 2002, WCI had approximately $58 million of investments

accounted for at cost, primarily relating to private equity securities, approximately $96 million of available-for-

sale securities and approximately $4.199 billion of investments accounted for using the equity method of

accounting. As of December 31, 2002, substantially all of ATC's investments consisted of investments

accounted for using the equity method of accounting.

Over the last three years, the General Partners experienced significant declines in the value of certain

investments. As a result, WCI has recorded non-cash pretax charges of $446 million in 2002, $676 million in

2001 and $115 million in 2000 and ATC has recorrled non-cash pretax charges of $244 million in 2002,

$372 million in 2001 and $0 in 2000. These charges were primarily to reduce the carrying value of certain

publicly traded and privately held investments and investments accounted for using the equity method of
accounting that had experienced other —than-temporary declines in value. While the General Partners have

recognized all declines that are believed to be other-than-tcinporary, it is reasonably possible that individual

investments in the General Partners' portfolios may experience an other-than-temporary decline in value in

the future if the underlying investee experiences poor operating results or the U.S. equity markets experience

future broad declines in value. See Note 7 to the acconqian&dng consolidated financial statements for

additional discussion.

CRITICAL ACCOUNTING POLICIES

The SEC's Financial Reporting Release No. 60, "Cautionary Advice Regarding Disclosure About

Critical Accounting Policies" ("FRR 60*'), suggests companies provide additional disclosure and commentary

on those accounting policies considered most critical. FRR 60 considers an accounting policy to be critical if it

is important to the company's financial condition and results, and requires significant judgment and estimates

on the part ol management in its application. The General Partners believe the folloiving represent the critical

accounting policies of the General Partners as contemplated by FRR 60. As noted in the following discussion,

such critical policies may relate directly to either )VCI only or both of the General Partners. In addition, since

a substantial portion of )VCI's and ATC's results are derived from their investments in TIVE, a discussion of
some of the critical accounting policies impacting TWE has been included, Any impact on TIVE's pretax

income would impact WCI's and ATC's equity in pretax income (loss) of TAVE. For a summary of' all of the

General Partners' significant accounting policies, see Note 1 to the accompanying consolidated financial

statements.

Accounting for Onodivill and Other Intangible Assets

Dnring 2001, the FASI3 issued FAS 142, ivhich requires that, eflectii e January I, 2002, goodivil),

including the goodivill included in the carrying vahie of investments accounted for using the equity method of
accounting, and certain other intangible assets deeiner! to have an indefinite useful life, cease amortizing. FAS

142 requires that goodivill and certain intangible assets be assessed for impairment using fair value
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measurement teciuiiques. Specifically, goodivill impairment is detemiined using a tivo-step process. The first

step of the goodwifl impairment test is used to identify potential impaiwnent by comparing the fair value of a
reporting unit with its carrying amount, including goodivill, If the fair value of a reporting unit exceeds its

carrying amount, goodwifl of the reporting unit is considered not impaired and the second step of the

impairment test is unnecessary. If the carrying amount of a reporting unit exceeds its fair value. the second

step of the goodwill impairment test is performed to measure the amount of impairment loss, if any. The
second step of the goodivill impairment test compares the implied fair value of the reporting unit's goodivill

with the carrying amount of that goodwill. If the carrying amonnt of the reporting unit's goodivill exceeds the
implied fair value of that goodivifl, an impairment loss is r'ecognizcd in an amount equal to that excess. The
implied fair value of goodivill is determined in the same manner as the amount of goodwill recognized in a
business conibination. That is, the fair value of the reporting unit is allocated to afl of the assets and liabilities

of that unit (including any unrecognized intangible assets) as if the reporting unit had been acquired in a

business combination and the fair value of the reporting unit ivas the purchase price paid to acquire the
v ueofthereporting tinit. The impairment test for other intangible assets consists of a comparison of the fair value of

intangible asset with its carrying value. If the carrying value of the intangible asset exceeds its fair vahie, an

impairment loss is recognized in an amount equal to that excess.

Determining the fair value ot a reporting unit under the first step of the goodivill impairment test an d

determining the fair value of individual assets and liabilities of a reporting unit (including unrecognized
intangible assets) under the second step of the goodivill impairment test is judgmental in nature and often
involves the use of significant estimates and assumptions. Similarly, estimates and assumptions are used in

determining the fair value of other intangible assets. These estimates and assumptions could have a significant

impact on whether or not an impairment charge is recognized and also the magnitude of any such charge. To
assist in the process of determining goodwill impairment, the General Partners obtain appraisals from

independent valuation firms. In addition, to the use of independent valuation firms, the General Partners

perform internal valuation analyses, and considers other market information that is publicly available.
Estimates of fair value are primarily determined using discounted cash floivs and market comparisons and
recent transactions. These approaches use significant estimates and assumptions inchiding projected future
cash flows (including timing), discount rate reflecting the risk inherent in future cash floivs, perpetual groivth

rate, determination of appropriate market comparables and the determination of ivhether a premium or
discount should be applied to comparables.

During the first quarter of 2002, upon adoption of I'AS 142, IVCI and ATC completed their initial

impairment revieivs and recorded non-cash pre-tax charges of $18.962 billion and $9.603 billion, respectively,
for the impairment of goodwill, substantially all of ivhich was generated in the Merger. During the four hie ourth

quarter of 2002, WCI and ATC performed their annual impairment revieivs for goodwill and other intangible
assets and recorded an additional charge of $646 million to reduce the carrying value of goodivill, as weil as a
charge to reduce the carrying value of brands and trademarks owned by IVCI ($853 million). The
$18.962 billion and $9.603 billion charges are reflected as a cumulative effect of an accounting change and the
$646 million and $853 million charges are reflected as a component of operating inconie in the accompanying
consolidated statement of operations. These charges are non-operational and non-cash in nature and do not
affect the General Partners' liquidity.

Consistent ivith FRR 60, VVCI has provided sensitivity analysis in instances ivhen such analysis is
meaningful. As previously discu sed, IVCI's $646 million goodivill impairment charge recognized in the fourt h

quarter of 2002, reflecte the fair value of IVCI as of December 31, 2002. Assuming an increase in the fair
value of IVCI of 10Vo would have reduced IVCI's goodwill impairment cluirge by $307 million. Assuniing a

decline in fair value of 1058 would not impact the amount of goodwill impairment because tfie carrying amount
of goodwill ives reduced to zero as a result of the actual fourth quarter impairment charge. This analysis does
not consider tniy potential impairments relating to indefinite lived intangibles.
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Merger Accounting

The merger of America Online and 'fime IVarner has been accounted for by AOL Time IVarner as an
acquisition of Time VVarner under the purchase method of accounting for business combinations. Under the
purchase method of accounting, the cost, including transaction costs, of approximately $147 billion to acquire
Time %Vainer ivas allocated to the underlying net assets, including the net assets of TiVE and the Genera!
Partners, based on their respective estimated fair values, The excess of the purchase price over the estimated
fair values of the net assets acquired'was recorded as goodwill. Consistent ivith accounting principles generally
accepted in the U.S. at the time the Merger was consummated, AOL Time IVarner valued the purchase price
to acquire Time %Yarner based upon the fair value of the AOL Time Warner shares issued in the Ivlerger on
tne Merger's announcement date. Due to beneficial market conditions existing at that time, this resulted in a
significantly higher purchase price and recorded goodwill than if the purchase price had been valued based
upon AOL Time IVarner shares on the Merger's consunimation date.

The judgments made in deterinining the estimated fair value and expected useful lives assigned to each
class of assets and liabilities acquired can significantly impact net income. For example, different classes of
assets will have useful lives that differ —the useful life of a customer list may not be the same as the useful
life of' a music catalogue or copyright. Consequently, to the extent a longer-lived asset (e.g., music copyright)
is ascribed greater value under the purchase method than a shorter-lived asset (e.g., customer list), there may
be less amortization recorded in a given period.

Determining the fair value of certain assets and liabilities acquired is judgmental in nature aml often
involves the use of significant estimates and assumptions. As provided by the accounting rules, AOI Time
Warner used the one-year period following the consummation of the Merger to finalize estimates of the fair
value of assets and liabilities acquired. One of the areas that require more judgment in determining fair values
and useful lives is intangible assets. To assist in this process, AOL Time 'iVarner obtained appraisals from
independent valuation firms for certain intangible assets. While there were a number of different methods used
in estimating the value of the intangibles acquired, there v ere tivo approaches primarily used: discounted cash
flow and market multiple approaches. Some of the more significant estimates and assumptions inherent in the
two approaches include: projected future. cash floivs (including timing); discount rate reflecting tlie risk
inherent in the future cash flows; perpetual groivth rate; determination of appropriate market comparables; and
the determination of whether a premium or a discount should be applied to comparables. Most of the above
assumptions were inade based on available historical information.

Inresbnents

The General Partners' investments comprise of fair value investments, including available-for-sale
securities, investments accounted for using the cost method of accounting and investments accounted for using
the equity method of accounting. A judgmental aspect of accounting f'or investments involves determining
whether an other-than-temporary decline in value of the investment has been sustained. If it has been
determined that an investment has sustained an other-than-temporary decline in its value, the investment is
written doivn to its fair value, by a charge to earnings. Such evaluation is dependent on the specific facts and
circumstances. Factors that are considered by the General Partners in determining whether an other-than-
temporary decline in value has occurred include: the market value of the security in relation to its cost basis;
the financial condition of the investee; and the intent and ability to retain the investment I'or a sufficient period
of time to allow for recovery in the market value of the investment.

In evaluating the factors above for available-for-sale securities, management presumes a decline in value
to be other-than-temporary if the quoted market price of the security is 20% or more l.eloiv the investment's
cost basis for a period of six months or morc (the "20% criteria") or the quoted market price of the security is
50% or more below the security's cost basis at any quarter en&i (the "50% criteria"). However, the
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presumption of an other-than-temporary decline in these instances may be overcome if there is persuasive
evidence indicating that the decline is temporary in nature (e.g., strong operating performance of investee,
historical volatility of investee, etc.). Additionally, there may be instances where impairment losses are,

recognized even if the 20% and 50'yo criteria are not satisfied (e.g., plan to sell the security in the near term and

the fair value is beloiv the General Partner's cost basis).

For investminits accounted for using the cost or equity method of accounting, management evaluates
information (e.g. , budgets, business plans, financial statements, etc.) in addition to quoted market price, if
any, in determining whether an other-than-temporary decline in value exists. Factors indicative of an other-

than-temporary decline include recurring operating losses, credit defaults and subsequent rounds of financings

at an amount below the cost basis of the investment. This list is not all inclusive and management weighs ail
quantitative and qualitative factors in determining if an other-than-temporary decline in value of an

investment has occurred.

The United States economy has experienced a broad decline in the public equity markets, particularly in
technology stocks, including investments held in the General Par'. ners' portfolio. Similarly, the General
Partners experienced significant declines in the value of certain privately held investments, restricted securities
and investments accounted for using the equity method of accounting. As a result, the General Partners
recorded non-cash pretax cliarges to reduce the carrying value of certain investments that experienced other-
than-temporary declines, and to reflect market fluctuations in equity derivative instruments. These charges
were approximately $446 million in 2002, $676 million in 2001 and $115 million in 2000 for 'iVCI, and are
included m other income (expense), net in the accompanying consolidated statement of operations. These
charges ivere approximately $244 million in 2002, $372 million in 2001 and $0 million in 2000 for ATC, and

are included in other income (expense), net in the accompanying consolidated statement of operations. The
portion of the above charges relating to publicly traded securities ivas $433 million in 2002, $599 million in

2001 and $0 in 2000 for WCI and $244 million in 2002, $372 million in 2001 and $0 in 2000 for ATC. A detail
of the application of the General Partners' investment impairment policy over the last three years is provided
in Note 7,

While the General Partners have recognized all declines that are believed to be other-than-teinporary, it
is reasonably possible that individual investments in the General Partners' portfolios may experience an other-
than-temporary decline in value in the future if the underlying investee experiences poor operating results or
the U.S. equity markets experience future broad declines in value. As of December 31, 2002, the General
Partners had one investment for ivhich the fair value of the investment was below carrying value, but the
Company had determined that the decline in value was temporary. Assuming that the fair values of this

investment remains at its current levels, and assuming no change in any qualitative factors regarding this
investment, the General Partners would expect to record an additional impairment charge of approximately
$1 million over the first six months of 2003.

Accounting for Artist Advances

Another area of judgntent atfecting reported net income is management's estimate of the recoverability of
artist advances. The recoverability of those assets is based on management's forecast of anticipated revenues
from the sale of future and existing music. In determining whether those amounts are recoverable,
management evaluates the current and past popularity of the artists, the initial commercial acceptability of the
product, the current and past popularity of the genre of music, that the product is designed to appeal to, and

other relevant factors. Based on this information, nianagement expenses the portion of such advances that it
believes is not recoverable.
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Revenue and Cost Recognition

There are two areas related to revenue and cost recognition which incorporate significant judgment and

estimates by management —the accounting for multiple-element arrangements and the amortization of film

costs resulting from the determination of revenue ultimates under the film accounting mles.

Multi)tie-Elentent Transactions

Multiple-Element transactions ivithin WCI and TWE fall broadly into tivo categories;

1. Contemporaneous purchases and sales. In these transactions, WCI or TWE is selling a product or service

to a customer and at the same time purchasing goods or services from that customer or making an

investinent in the customer; and

2. Sales of multiple products or sew ices. In these transactions, WCI or TIVE is selling multiple products or
services to a counterparty.

Contem oraneous Purchases and Sales

In the normal course of business, WCI or TWE enters into transactions ivhere it is purchasing a product,

service or inaking an investment in a vendor and at the same time it is negotiating a contract for the sale of
advertising to the vendor. For example, ivhen negotiating programming arrangements ivith cable networks,

TWE will, at times, simultaneously negotiate for the sale of advertising to the cable netvvork. This

arrangement may be documented'in one contract or may be documented in two separate contracts; whether

there are one or two contracts, these arrangements are negotiated simultaneously. In accounting for these

arrangements, IVCI or TIVE looks to the guidance contained in the following authoritative literature:

APB Opinion No. 29, "Accounting for Nonmonetary Transactions" (APB 29); and

EITF 01-09, "Accounting for Consideration Given by a Vendor to a Customer" (EITF 01-09).

WCI or TWE measures these transactions based on the respective fair values of the goods or services

purchased and the goods or services sold. If IVCI or TWE is unable to determine the fair value of one or more

of the element(s) being purchased, ihen revenue recognition is limited to the total consideration received for
the products or services sold less the amounts paid that can be supported. For example, if TIVE sells

advertising to a customer For $10 million in cash and contemporaneously enters into an arrangement to acquire
software for $2 million from the same customer, but fair value for the software cannot be reliably determined,

TWE would limit the amount of revenue recognized related to the advertising sold to $8 million. As another

example, if TWE sells advertising to a customer for $10 million in cash and contemporaneously invests

$2 million in the equity of that same customer, but fair value for the equity investment is only determined to
be $1 million, TWE would limit the amount of revenue recognized related to the advertising sold to $9 million.

Accordingly, the judgments made in accounting for these arrangements impact the period revenues, expenses

and net income over the term of the contract.

In applying the above guidance, one of the key judgments is determining the fair value of the respective
eleinents. In determining the fair value of the respective elements, the WCI and TWE refer to quoted market

prices, historical transactions or comparable cash transactions. For example, in determining the fair value of a
non-publicly traded equity security purchased at the same time rtVCI or TIVE sells a good or a ei-vice to an

investee, WCI or TWE would look to what other investors ivho do not have other contemporaneous

transaction, have paid in the most recent round of financings ivith the investee. If the investment is publicly

traded, fair value ivould be determined by reference to quoted inarket prices. In addition, the stated terms of a
transaction are considered to be at fair value to the extent that price protection in the form of "most favored

nation" clauses or similar contractual provisions has been received.
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Finally, in a contemporaneous purchase and sale transaction, evidence of fair value for one element of a

transaction ivill provide support for the fair value of the other element of a transaction. For example, if TWE
sells advertising to a customer and contemporaneously invests in the equity of that same customer, evidence of
the fair value of the investment ivould implicitly support the fair value of the advertising sold since there are

only two elements in the arrangement.

Sales of Multi le Products or Services'

'iVCI's and TWE's policy for revenue recognition in instances where there are multiple elements being

sold at the same time to the same counterparty is in accordance with the Frequently Asked Question Guide on

SAB IOI and is similar to the principles underlying the recently finalized EITF. Issue No. 00-2I, "Accounting
for Revenue Arrangements with Multiple Deliverables. " Specifically, if WCI or T'iVE enters into sales
contracts for the sale of multiple products or services, then they evaluate whether they have objective fair
value evidence for each element of the transaction. If objective fair value evidence for each element of the
transaction exists, then each element of the transaction is accounted for independently as it is being delivered

based on the relevant revenue recognition accounting policies. 11owever, if the objective fait value for one or
more elements of the transaction are unable to be determined, WCI generally recognizes advertising revenue

on a straight line-basis over the term of the agreement.

Filmed Enterrninment Reventres ond Costs

An aspect of TWE's film accounting that requires the exercise of judgment relates to the process of
estimating the total revenues to be received throughout a film's life cycle. Such estimate of a film's "ultimate
revenue" is important for two reasons. First, while a film is being produced and the related costs are being

capitalized, it is necessary f'or TWE's manageinent to estimate the ultimate revenues, less additional costs to

be incurred including exploitation costs, in order to determine whether the value of a film has been impaired
and thus requires an immediate write ofi' of unrecoverable film costs. Second, the amount of capitalized film

costs recognized as cost of xevenues for a given film as it is exhibited in various markets, throughout its life

cycle, is based upon the proportion of the film's revenues recognized for such period to the film's estimated
ultimate total revenues. Similarly the recognition of participants and residuals is recognized based upon the
proportion of the film's revenues recognized for such period to the film's estimated ultimate total revenues.

TWE's Management bases its estimates of ultimate revenue for each film on the historical performance
of similar films, incorporating factors such as the star power of the lead actors and actresses, the genre of the
film and the expected number of theatres at ivhich the film will be released. Management updates such
estimates based on the actual results of each film. For example, a fihn which has resulted in loiver-than-
expected theatrical revenues in its initial weeks of release would generally have its theatrical, home video anil

distribution ultimate revenues adjusted downward; a failure to do so would result in the understatement of
amortized film costs for the period. Since the total film cost to be amortized for a given film is fixed, the
estimate of ultimate revenues impacts only the timing of film cost amortization.

Gross Versus iNet Revenue Recognition

In the normal course of business, WCI acts an intermediary or agent ivith respect to certain payments
received from third parties. For example, WCI distributes music product (e.g. , CDs and DVDs) on behalf of
third party record labels, TWE distributes filins on behalf of independent fihn producers and TAVE coilects
taxes on behalf of franchising authorities.

The accounting issue encountered in these arrangements is ivhether WCI and TWE should report
revenue based on the "gross" amount billed to the ultimate customer or on the "net" amount received trom
the customer al'ter commissions and other payments to third parties. To the extent revenues are recorded



TWK GKNKRAL PARTNERS
IVIANAGKMKNT'S DISCUSSION AND ANALYSIS

OF RESULTS OF OPKRATIONS AND FINANCIAL CONDITION —(Continued)

gross, any commissions or other payments to third parties are recorded as expenses so that the net amount

(gross revenues, less expenses) flows through operating income. Accordingly, the impact on operating income

is the same, whether the rm enue i" i ccorded on a gross or net basis. For example, if WCI distributes a CD to a

ivholesaler for $15 and passes $10 to the third party record label, should WCI record gross revenue from the

wholesaler of $15 and $10 of expenses or should they record the net revenues they keep of $5? In either case,
the impact on operating income is $5.

Determining whether revenue should be reported gross or net is based on an assessment of whether WCI
is acting as the "principal" in a transaction or acting as an "agent" in the transaction. To the extent WCI is

acting as a principal in a transaction, WCI reports as revenue the payments received on a gross basis. To the

extent WCI is acting as an agent in a transaction it reports as revenue the payments received less commissions

and other payments to third parties, i.e., on a net basis, The determination of whether WCI is serving as

principal or ngent in a transaction is judgmental in nature and based on an evaluation of the terms of an

arrangement.

In detcrinining ivhether WCI serves as principal or agent in these arrangements WCI folloivs the
guidance in EITF 99-19, "Reporting Revenue Gross as a Principal versus Net as an Agent" ("EITF99-19").
Pursuant to such guidance, WCI serves as the principal in transactions in which it has substantial risks and

reivards of oivnership. The indicators that IVCI has substantial risks and reivards of ownership are as follows;

~ WCI is the supplier of the products or services to the customer,
IVCI has general inventory risk for a product before it is sold;

~ WCI has latitude in establishing prices;
WCI has the contractual relationship ivith the ultimate customer, '

~ WCI modifies the product purchased to meet the ultimate custonier specifications;
WCI has discretion in supplier selection, and

~ WCI has credit risk.

Conversely, pursuant lo EITF 99-19 IVCI serves as agent in arrangements where WCI does not have

substantial risks and reivards of ownership. The indicators that WCI does not have substantial risks and

rewards of oivnership are as follows:

The supplier (not WCI) is responsible for providing the product or service to the'customer;
~ The supplier (not WCI) has latitude in establishing prices;
~ The amount WCI earns is fixed; and

The supplier (not WCI) has credit risk.

Based on the above criteria and for our more significant transactions that are evaluate&i, IVCI records the
distribution of product on behalf of third party record labels on either a gross or net basis depending on the

terms of the contract, TWF records revenue from the distribution of films on behalf of independent film

producers on a gross basis and TIVE recorrls revenue from the collection of franchise fees on a gross basis.

Sales Returns and Uncollectible Accounts

One area of judgment affecting reported revenue and net income is management's estimate of product
sales that ivill be returned and the amount of receivables that ivill ultimately be collected. In determining the
estimate of product sales that ivill be returned, management analyzes historical returns, current economic
trends, changes in customer demand and the acceptance of WCI's and TWE's products. Based on this

information. management reserves a percentage of each dollar of product sales that provide the customer with

the right of return.

Siinilarly, management evaluates accounts receivables to determine if they ivifl ultimately be collected.
In performing this evaluation, significant judgments and estimates are involved, including an analysis of
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specific risks on a customer-by-customer basis for larger accounts and customers, and an analysis of
receivables aging that determines the percent that has historically been uncollected by aged category. Based
on this information, management reserves an amount that is believed to be uncollectible.

RISK FACTORS AND CAUTIOiV CONCERNING FORsrYARD-LOOIIING STATEMENTS

Risk Factors

lf the events discnssed in these risk I'actors occur, the business, financial condition, results of operations or
cash !iowa of the General Partners or TWF., in which the General Partners lrave an investment, could be

materially adversely affected.

Teclntofogicnl tieveiopnterrts mny adversely ujfect ttte Cetternl Pnrttters' nnd TIVE's competitive position
nnd limit its nbility to protect its vnfunftfe inteiiectuoi property rights. The businesses of the General

Partners and TWE operate in the highly competitive, consumer-driven and rapidly changing media and

entertainment industries. These businesses, as well as the industries generally, are to a large extent dependent

on technological developments, including access to and'selection and viability of new technologies, and are
subject to potential pressure from competitors as a result of their technological developments. For example:

WCI's music business may be adversely afiected by technological developments, such as Internet peer-
to-peer file sharing mrd CD-R activity, that facilitate the piracy of nnrsic; by its inabiJity to enforce WCI's
intellectual property rights in digital environments; and by its failure to develop a successful business

ntodel applicable to a digital online enviromnent.

TWE's cable business may be adversely afiected by more aggressive than expected competition from

alternate technologies such as satellite and DSL; by the failure to choose technologies appropriately; by

the failure of new equipment, such as digital set-top boxes or digital video recorders, or services, such as

digital cable, high-speed data services and video-on-dentand, to appeal to enough consumers or to be
available at prices consumers are willing to pay, to function as expected and to be delivered in a timely
fashion;

TWE's filmed entertainment and television network businesses may be adversely atfected by the
fragmentation of consumer leisure mtd entertainment time caused by a greater number of choices
resulting front technological developments, the impact of personal video recorder or other teclmologies
that have "ad-stripping" functions, and technological developments that facilitate the piracy of its

copyrighted works;

Caution Re arding Forward-Looking Statements

The SEC encourages companies to disclose forward-looking information so that investors can better
understand a company's future prospects and make informed investment decisions. This document contains
"forward-looking statements" within the meaning of the Private Securities Litigation Reform Act of 1995,
particularly statements anticipating future growth in revenues, EBITDA and cash fiow. Words such as
"anticipates, " '*estimates, " "expects, " "projects, " "intends, " "plans, " "believes" and words and terms of
similar substance used in connection with any discussion of future operating or financial performance identify
forward-looking statements. These t'orward-looking statements are based on management's present expecta-
tions and beliefs about future events. As with any projection or forecast, they are inherently susceptible to
uncertainty and changes in circumstances, and the General Partners are under no obligation to, and expressly
disclaim any obligation to, update or aller its forsvard-looking statements whether as a result of suc!t changes,
new information, subsequent events or otherwise.

The General Partners, operate in a highly competitive, consumer-driven and rapidly changing media and

entertainment businesses. These businesses are affected by government regulation, economic, strategic,
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political and social conditions, consumer response to nesv and existing products and services, technological

developments and, particularly in viesv of nesv technologies, the continued ability to protect intellectual

property rights. The General Partners' actual results could differ materially from management's expectations

because of changes in such factors. Other factors and risks could adversely atl'ect the operations, business or

financial results of the General Partners' in the future and could also cause actual results to difl'cr from those

contained in the forward-looking statements, including those identified in the General Partners' other filings

with the SEC and the following,
'
which include factors and risks inherent in the General Partners' investment

in TWFz

For IVCI's music business:

the ability to continue to attract and select desirable talent at manageable costs; the popular demand

for particular artists and albums; the timely completion of albums by major artists;

the ability to continue to enforce its intellectual property rights in digital environments; piracy of music

by means of Internet peer-to-peer file sharing and organized and home CD-R activity;

the ability to develop a successful business model applicable to a digital online environment;

the abiTity to maintain retail product pricing in a competitive environment;

the potential loss of catalog if it is determined that recording artists have a right to recapture sound

recordings under the United States Copyright Act;

the potential repeal of Subsection (b) of California Labor Code Section 2855, a Section which

prescribes a maximum length for personal service contracts;

the risk that there will be other federal and state statutes enacted which are similar to California Labor

Code Section?855, a Section which prescribes a maxintum length for personal service contracts;

risks from disruptions in the retail environment from bankruptcies, store closings and liquidity

problems of record retailers;

risks associated with foreign currency exchange rates;

the ability to utilize DVD manufacturing capacity fully and to maintain current DVD manufacturing

pricing: and

the overall strength of global music sales.

For TIVE's cable business:

more aggressive than expected competition from nesv technologies aml other types of video program-

ming distributors, including satellite and DSL;

increases in government regulation of basic cable or equipment rates or other terms of service, such as

"digital must-carry, " "forced access" or common carrier requirements; govemnaent regulation of other

services, such as broadband cable modem service;

the failure of new equipment, such as digital set-top boxes or digital video recorders, or services, such

as digital cable, high-speed data services or video-on-demand, to appeal to enough consumers or to be

available at prices consumers are willing to pay, to function as expected and to be delivered in a timely

fashion;

fluctuations in spending levels by advertisers and consumers; and

greater than expected increases in programming or other costs.
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For TIVE's fihned entertainment businesses:

~ the ability to continue to attract and select desirable talent and scripts at manageable costs;

~ general increases in production costs;

~ fragmentation of consumer leisure and en'tertainment time and its possible negative efi'ects on the

broadcast and cable netivorks, which are significant customers of these businesses;

~ continued popularity of merchandising;

~ the uncertain impact of technological developments that may facilitate piracy of its copyrighted works;

~ the ability to develop and apply adequate protections for filmed entertaimnent content in a digital

delivery environment;

~ the ability to develop a successful business model for delivery of feature films in a digital online

environment;

~ risks associated with foreign currency exchange rates;

~ with respect to feature films, the increasing marketing costs associated with theatrical film releases in a

highly competitive marketplace;

with respect to television programming, a decrease in demand for television programming provided by
non-affiliated producers; and

~ ivith respect to home video, the ability to maintain relationships with significant customers in the rental

and sell-through markets.

For TWE*s network businesses;

greater than expected nevvs gathering, programming or production costs;

public or cable operator resistance to price increases and the negative impact on premium program-
mers of increases in basic cable rates;

~ increased regulation of distribution agreements;

~ the sensitivity of netivork advertising to economic cyclicality and to new media technologies;

~ the negative impact of consolidation among cable and satellite distributors;

~ piracy of content by means of interception of cable and satellite transmissions or Internet peer-to-peer
file sharing;

~ the impact of personal video recorder "ad-stripping" functions on advertising sales and netivork

branding;

~ the development of new technologies that aber the role of programming networks and services; and

~ greater than expected fragmentation of consumer viewership due to an increased number of' program-
ming services or the increased popularity of alternatives to television.

For the' General Partners generally, the overall financial strategy, including groivth in operations,
maintaining financial ratios and a strong balance sheet, could be adversely affected by decreased liquidity in

the capital markets, including any reduction in the ability to access either the capital markets for debt
securities or bank financings, significant acquisitions or other transactions, economic sloivdowns, the risk of
war and changes in the General Partners' plans, strategies and intentions. In addition, lower than expected
valuations associated with the cash fioivs and revenues may result in its inability to realize the value of
recorded intangibles and goodkvill.

Item Id. Conrrols and Procedures

Within the 90-day period prior to the filing of this report, each ol' the Gener;il Partners, under the
supervision anil ivith the participation of its management, inchiding the Chief Fxecutive Officer and Chiel
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Financial Officer of such General Partner, evaluated the efiectiveness of the design and operation of such
General Partner's "disclosure controls and procedures" (as defined in Rule l3a-14(c)) under the Securities
Exchange Act of 1934 (the "Exchange A t")). Based on that evaluation, the Chief Fxecutive Officer and the
Chief Financial Officer of each General Partner concluded that such General Partner's disclosure controls and

procedures are efi'ective in tiinely making known to them material inforniation relating to such General
Partner and such General Partner's consolidated subsidiaries required to be disclosed in the General Partners'
reports filed or submitted under the Exchange Act. Thc General Partners have investments in certain
unconsolidated entities. As the General Partners do not control or manage these entities, their disclosure
controls and procedures ivith respect to such entities are necessarily substantially more limited than those
maintained with respect to consolidated subsidiaries. There have been no significant changes in the General
Partners' internal controls or in other factors that could significantly alfect the internal controls subsequent to
the date the General Partners completed their respective evaluations.
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TWE GENERAL PARTNERS
CONSOLIDATED BALANCE SHEETS

December 31,
(rniBions)

2001 2002

ATC
2001

ASSETS
Current assets

Cash and equivalents.

Receivables, less allorvances of $294 and $355 million .

Inventories

Prepaid expenses and other current assets . . . . . . . . . . .

Total current assets

Investments in aml amounts due to and from TWF.

Investments in TW Companies . . . . . . . . . . . . . . . . . . . . . . .
Other investments

Intangible subject to amortization . . . . . . . . . . . . , , . . . . . . .
Intangible assets not subject to amortization . . . . . . . . . . . .

Goodwill .
Other assets, primarily property, plant and equipment for

WCI and net deferred tax. assets for ATC . . . . . . . . . . . .
Total assets .

$

842

131

736

1,709

19,340

103

4 353

2,871

790
381

677

$30,224

$40
944

121

708

1,813

36,834

103

6,084

2,926

1,643

11,799

621

$61,823

$ — $

13,383

59

1,199

25,292

60

3,047

262 262

120

$15,023 $28,661

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities

Accounts payable

Royalties payable

Other current liabilities .

Total current liabilities

Det'erred income taxes.

Other long-term liabilities, including $4, $264, $3 and $199
million due ta TW Companies. . . . . . . . . . . . . . . . . . . . . . . .

$285
895

522

1,702

1,213

1,318

$ 222 $
891

894

2,007

i,656

736

124

199

Shareholders' equity

Cormnan stack

Preferred stock of WCI, $.01 par value, 90,000 outstanding
and $90 million liquidation preference

Paid-in capital.

Accumulated other comprehensive income (loss), net . . . . . .
Retained earnings (delicit). . . . . . . . . . . . . , . . . . . . . . . . . . . . .

Due from TW Companies, net. . . . . . , . . . . . . .
Reciprocal interest in TIV Companies stock. . .

Total shareholders' equity .
Total habilities and shareholders' equity . .

See accompanying notes.

49,552

(139)
~23,156)

26,258

319

(586)

25,991

60,162

(175)
(1,794)

58,194

(184)
(586)

57,424

26,261

(68)
(10,900)

15,294

62

(336)

15,020

29,773

(35)
(622)

29,1[7
(443)
(336)

28,338

$ 30,224 $61,823 $ 15,023 $28,661
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CONSOLIDATED STATEMENTS OF OPKRATIONS

Years Ended December 31,
(millions)

Revenues'

Cost of revenues '
Selling, general and administrative'

Amortization of goodwill and other'
intangibles . . . . . . . . . . . , . . . . . . . . . . .

Impairment of goodwill and other
intangibles . . . . . . . . . . . . . . . . . . . . . . .

2002

IVCI

2001 2000 2002 2001

$4,205 $4,036 $4,268 $ — $
(2,412) (2,121) (2,358)
(1,444) (1,630) (1,481)

(1,499)

(175) (836) (241) — (11)

2000

$

Operating income (loss)

Equity in pretax income (loss) of TTYE

Interest expense, net. . . . . . . . . . . . . . . . .
Other income (expense), net ' . . . . . . . .
Income (loss) before income taxes and

culnulative effect of accounting
change

Income tax (expense) benefit '

(1,325)

(427)

(59)
(308)

(2,119)
80

(551) 188 — (11)
(969) 539 (352) (665) 371

(25) (3) — (I) (I)
(1,088) (188) (237) (568) 36

(2,633) 536 (589) (1,245) 406
374 (290) (120) 212 (186)

Income (loss) before cumulative effect
of accounting change . . . . . . . . . . . . . .

Cumulative effect of accounting change,
net of $135 million income tax benefit
for IYCI and $91 million income tax
benefit for ATC. . . . . . . . . . . . . . . . . . .

Net income (loss)

(18,962)

$ (21,001)

(202) (9,603) — (136)

$(2,259) $44 $(10,312) $(1,033) $84

(2,039) (2,259) 246 (709) (1,033) 220

" includes the fosoming income (expenses) resulting from transactions dth
Partners:

Revenues . 5 323 3 — 55 421 5 307

(4) (5)

(35) (14)

(154) (114)

24 21

Cost ofrevenues (ll)
(15)

(107)

12

Selling, general and administrati e . .
Equhy in preter income (loss) of TWE

Othe income (expense), net. .
lncotne tax brnegt (expense) . 111 (122)223 297 (72)(107)

AOL Time warner, Tlv ('ompanies, T ivE or equity im'estees of the General

See accompanying notes.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 3I,
(millions)

vycl ATC
2002 2001 2000 2002 2001 2000

OPERATING ACTIVITIES
Net income (loss) . . . . . . . . . . . . . . . . . . . . . .
Adjustments for non-cash and nonoperating
items:

Cumulative eff'ect of accounting change . .
Impairment of goodwill

Depreciation and amortization. . . , , , . . . .
Loss on writedown of investments. . . . . . .
Intangible asset impairment. . . . . . . . . . . .
Excess of distributions over equity in

pretax income of TWE. . . . . . . . . . . . . .
Equity in losses (income) of other

investee companies after distributions . .
Changes in operating assets and liabilities:

Receivables. . . . . . . . . . . . . . . . . . . . . . . .
Inventories . . . . . . . . . . . . . . . . . . . . . . . .
Accounts payable and other liabilities . .
Other balance sheet changes . . . . . . . . .

Cash provided by operating activities . . . . . .
INVESTING ACTIVITIES
Investments and acquisitions . . . . . . . . . . . . .
Capital expenditures . . . . . . . . . . . . . . . . . . . ,

Investment proceeds

Cash used by investing activities. . . . . . . . . .

I'INANCING ACTIVITIES
Repayment of loan to AOL Time Warner . .
Borroivings from AOL Time Warner . . . . . .
Other Borrowings.
Other debt payments

Dividends

Increase in amounts due to (from) TW
Companies, net

Cash used by financing activities. . . . . . . . . .

INCREASE (DECREASE) IN CASH
AND EQUIVALENTS. . . . . . .

CASFI AND EQUIVALENTS AT
BEGINNING OF PERIOD. . . . . . . . . . . .

CASH AND EQUIVALENTS AT KiND
OF PERIOD . . . . . . . . . . . . . , . . . . . . . . .

18,962
646
297
446
853

933
676

202

324
115

9,603

244

11
372

136

722 1,157 55 555 794 38

(48) 418 66 (7) 196 (14)

55 441

(7) 12

(395) (255)
79 ~646)

609 477

(179)
(9)

(293)
124

449

(85)
147

145

(107)
233

132

376

(167)
(180)

35

(312)

(153)
(166)

91

(49)
(166)

(228) (215)

(857)
857

5

(15)
(56) (164) (148) (10) (107) (97)

(271)

~337)
(81) ~157)

(245) (305)

(135)

(145)

(126)

(233)

(279)

(376)

(40)

40

4 (71)

36 107

$ 40 $ 36

$(21,001) $(2,259) $44 $(10,312) $(1,033) $84

See accompanying notes.



WCI
CONSOLIDATED STATElVIKNT OF SHAREHOLDERS' EQUITY

(millions)

Common
Stock

Paid-ln
Capital

Retained
Earnings

(Accuniulated
Deficit)

Reciprocal
Due Prom Ioteiesi in

Tlv Companies, TiV Companies
net Stuck

Shareholders
Equity

BALANCE AT DECERIBER 31, 1999
Net income .
Foreign currency translation adjustments . . . . . . . . . .
Unrealized losses on securities, net of $3 million tax

benefit .
Realized and unrealized gains on derivative finmicial

instrunients, net of $3 million tax expense . . . . . . .

Comprehensive loss

Decrease in stock option distribution liability to
TIV Companies. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Dividends
Transfers to TW Companies, net
Other .

BALANCE AT DECEli'113FR 31, 2000 . . .
Nct loss
Foreign currency translation adjustments . . . . . . . . . .
Unrealized losses on securitics, net of tax benefit . . .
Realized and unrealized gains on derivative financial

instruments, net of tax ei.pense

Comprehensive loss
Increase in stock option distribution liability to

T(V Companies. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Dividends .
Transfers to T(V Companies, net
Allocation of a portion of the purchase of the

America Online-Time 'iVarner merger. . . . . . . . . . .
Other .
BAIANCE AT DECEikIBER 31, 2001

Reallocation of goodwill aniong AOL Time (Vomer
segments irpon adoption of FAS 142. . . . . . . . . . . .

Net loss .
Foreign currency translation adjustments . . . . . . . . . .
Unrealized gains on securities, net of $1 million tax

provision (a)
Realized and unrealized losses an derivative financial

instruments, net of $7 million tax benefit . . . . . . . .
Unfunded accumulated benefit obligation, net of

$47 million income tax benefit. . . . . . . . . . . . . . . . .
Other .

Comprehensive loss
Decrease in stock option distributian liability to

T(V Companies. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Dividends
Transfers to TIV Companies, net
Dilution of interest in Time Warner Entertainment

Company, L.P. (net of $146 million income t x
impact)

Other .

BAIANCE AT DECEfklBER 31, 2002

$1 $9,926

5

9,931

50,231

60,162

(10,815)

205

$49,552

$ 833
44

(70)

(5)

(27)

221
(702)

329

(2,259)
(17)
(I)

I

(2,276)

(17)
,(6)

I

(1,969)

(21,001)
111

(10)

(70)
4

(20,965)

259
(402)

(219)
I

$(23,295)

$ (1,437)

538

(899)

715

(184)

503

$ 319

$(586)

{586)

(586)

$(586)

$8,737

(70)

(5)

4

(27)

221
(702)
538

8,776

(2,259)
(17)
(I)

I

(2,276)

(17)
(6)

715

50,231
I

57,424

(10,815)
(21,001)

lll

(10)

('10)
4

(20,965)

259
(402)
503

(219)
206

$25,991

See accompanying notes.



ATC
CONSOLIDATED STATEMENT OF SHAREHOLDERS' KQU)TY

(millions)

Cunrmon
Stock

Paid-in
Capital

Retained
Earnings

(Accumulated
Deactt)

Duc From
txp Companies,

uet

Reciprocal
Interest in

71V Canrpsnies
Stock

Shurehutdcrs'
Rquitt

BALANCE AT DECERMBER 31, 1999.. . . . . . . .
Net income
Foreign currency translation adjustments. . . . . . . .
Unrenlized losses on securities, net of $6 million

tax benefi
Realized and unreafized gains on derivative

financial instruments, net of $1 million tax
et pen se .

Comprehensive income
Decrease in stock option distribution liability to

TW Companies
Iransfers to TW Companies, net
Other

BAI ANCE AT DECEIVIBER 31, 2000. . . . . . . . .
Net loss
Foreign currency translation adjustments. . . . . . . .
Llnrenlized losses on securities, net of $1 million

tax benefit

Comprehensive loss
Increase in ,-tock option distribution liability to

TW Companies
Transf. rs to TIV Companies, nct
Allocation of a portion ol' the purchase of the

America Online-Time Warner merger . . . . . . .
Other

BALANCE AT DECEIVIBER 31, 2001. . . . . . . . . .
Reallocaiion of goodwill among AOL Tints

Warner segments upon adoption of FAS 142 . . .
Net income .
Foreign currency translation adjustments. . .
Unrealized gains on securities, net of $1 million

tax provision(a)
Realized and unrealized losses on derivative

fmanciai instruments, net of $2 million tax
benefit.

Unf'unded accumulated benefit obligation, net of
$30 million income tnx benefit

Other

Comprehensive loss
lnmease in stock option distribution liability to

TW Companies
Transfers to TW Companies, net
Dilution ol' interest in Time Warner Entertainment

Cornpnny, L.P. (net of $96 million income tax
impact) .

Other

BALANCE AT DFCEiNIBER 31, 2002 . .

$1 $2,338

3

2,341

27,432

29,773

(3,512)

2

$26,263

$ 172
84

(18)

(10)

2

58

152

4

386

(1,033)

( I )

(1,034)

U2)

3

(657)

(10,312)
10

(3)

(44)
2

(10,345)

178

(144)
(2)

$(10,970)

$ (38)

(279)

(317)

(126)

(443)

505

$62

$(336)

(336)

(336)

$(336)

$2337
84

(18)

(10)

t52
(279)

7

2,075

(1,033)

( I )
(1,034)

(12)
(126)

27,432
3

28,338

(3,512)
(10,312)

10

(3)

(44)
2

(10,345)

178
505

(144)

$15,020

Sert atccol11f1allt'111 notes.



TYVE GENERAL PARTNERS
NOTES TO CONSOLIDATED FINANCIAL STATKlVIKNTS

SUMIVIARY OF SIGNIFICANT ACCOUNTING POI.ICIKS

Description of Business and Basis of Presentation

Description of Business

On June 30, 1992, thirteen direct or indirect subsidiaries of Time Warner Companies, Inc. ("T1V

Companies" ) contributed the assets and liabilities or the rights to the cash flows of substantially all of TVV

Companies' Filmed Entertainment, Networks and Cable businesses to Time Warner Entertainment Com-

pany, L.P., a Delaware limited partnership ("TWE"), for general partnership interests, and each general

partner guaranteed a pro rata portion of substantially all of TWE's debt and accrued interest based on the

relative fair vahte of the net assets each contributed to TAVE (the "Geneml Partner Guarantees, " see Note 9).
Since then, eleven of the thirteen original general partners have been merged or dissolved into the other two.

syarner Communications Inc. ("WCI") and American Television and Communications Corporation

("ATC") are the tsvo remaining general partners of TWE. They have succeeded to the general partnership

interests and have assumed the General Partner Guarantees of the eleven former general partners. WCI, ATC

and, where appropriate, the former general partners are referred to herein as the "General Partners. "

1VCI conducts substantially all of TIV Companies' music operations, including interests in recorded

music, music publishing and CD and DVD manufacturing. These music operations include copyrighted music

from many of flte world's leading recortling artists that is produced and distributed by a family of established

record labels such as Warner Bros. Records, Atlantic Records, Elektra Entertainment and Warner Music

lntemationak In addition, WCI has investments in TAVE, TW Companies, IPC Group Limited, Turner

Broadcasting System, Inc. ("TBS")and Time 1Varner Telecom Inc. ("Time Warner Telecom"). ATC does

not conduct operations independent of its ownership interests in TWE and certain other investments, including

investments in TW Companies, TBS and Time VVarner Telecom.

On January 11, 2001, America Online, Inc. ("America Online" ) and Time Warner Inc. ("Time

Warner" ) merged to form AOL Time Warner Inc. ("AOL Time Warner" ), the world's leading media and

entertainment company (the "lvIerger"). As a result of the Merger, America Online and Time Warner each

became a wholly owned subsidiary of AOL Time 1Varner, and WCI and ATC each became an indirect,

wholly owned subsidiary of AOL Time Warner.

Basis of Presentation

Antertca Online-yyme Warner frferger

The Merger has been accounted for by AOL Time IVarner as an acquisition of Time Warner under the

purchase method of accounting for business combinations. Under the purchase method of accounting, the cost

of approximately $147 billion to acquire Time 1Varner, including transaction costs, was allocated to its

underlying net assets, including the net assets of the General Partners, based on their respective estimated fair

values. The excess of the purchase price over the estimated fair values of the net assets acquired vvas recorded

as goodwill. This allocation includes intangible assets for WCI, such as music catalogues and copyrights and

brands and trademarks.

As a result of the Merger, WCI's 2000 historical operating results reflect reclassittcations to conform to

AOL Time Warner's financial statement presentation, as follows:

Digital media results have been allocated to the business segments no. . responsible fot managing those

operations, including WCI's music operations;

incan&e and losses related to investments accounted for using the equity method of accounting and

gains and losses on the sale of investments have been reclassified from operating income (loss) to other

income (expense), net; and



TWE GENERAL PARTNERS
NOTES TO CONSOLIDATED FINANCTAL STATElvlENTS —(Continued)

Corporate services have been reclassified to selling, general and adnunistrative costs as a reduction of
operating income.

Investment in TIPE

Prior to the change in ownership relating to the exercise of an option by AT&T Corp. ("AT&T") iyhich

is discussed below, the General Partners in the aggregate held 63.27% of the pro rata priority capital
("Series A Capital") and residual equity capital ("Residual Capital" ) of TIVE and 100% of the junior priority

capital ("Series B Capital" ) of TIVE. TW Companies held, directly or indirectly, 11.22% of the Series A
Capital and Residual Capital limited partnership interests. The remaining 25.51% limited partnership interests
in the Series A Capital and Residual Capital of TWE ivere held by MediaOne TWE Holdings, Inc. , a

subsidiary of AT&T. AT&T's interest in TWE was recently acquired by Comcast Corp. ("Comcast") upon
consummation of the merger of Comcast and AT&T's broadband business in November 2002.

'

During the second quarter of 2002, AT&T exercised a one-time option to increase its oivnership in the
Series A Capital and Residual Capital of TWE. As a result, on May 31, 2002, AT&T's interest in the Series A

Capital and Residual Capital of TWE increased by approximately 2.13% to approximately 27.64%. This
resulted in a decrease in WCI's and ATC's corresponding interest in the Series A Capital hnd Residual
Capital of TWE of approximately 1.07% and 0.74%, respectively, to approximately 36.43% and 25.03/v,

respectively. Similarly, TW Conipanies' interest in the Series A Capital and Residual Capital of T$VE
decreased by approximately 0,32% to approximately 10.90%. In accordance with Staff Accounting Bulletin
No. 51, "Accounting For Sales of Stock of a Subsidiary, ".WCI and ATC have reflected the pretax impact of
the dilution of their interests in TAVE of approximately $365 million and $240 million, respectively, as an

adjustment to paid-in-capital (Note 5). During the third quarter of 2002, TW Companies' 10.90% interest in

TWE was transferred to WCI and ATC, increasing WCI's-and ATC's interests in the Series A and Residual
Capita! of TWE to 41.88% and 30.48%, respectively. In August 2002, AGL Time Warner and AT&T
announced that they had agreed to restructure TWE. See Note 5 for additional discussion.

/Veiv xl ccounting Priiteiples

Revenue Classification Changes

Reimbursement of oOui-of-Pocket" Expenses

In January 2002, the Financial Accounting Standards Board's ("FASB")Emerging Issues Task Force
("EITF") reached a consensus on EITF Issue No. 01-14, "Income Statement Characterization of Reim-
bursements Received for 'Out-of-Pocket' Expenses Incurred*' ("EITF 01-14").EITF 01-14 requires that
reimbursements received for out-of-pocket expenses be classified as revenue on the income statement.
EITF 01-14 was effective for the General Partners in the first quarter of 2002 and require". retroactive
restatement of afl periods presented to reflect the new accounting provisions, This change in revenue
classification only impacts WCI. As a result of applying the guidance of EITF 01-14, WCI's revenues and
costs presented herein ivere retroactively increased by an equal amount of approximately $152 ihiflion in 2001
and approximately $155 million in 2000.

Emerging Issues Task Force Issue IVo. 01-09

In April 2001, the EITF reached a final consensus on EITF Issue No. 00-25, "Vendor Income Statement
Characterization of Consideration Paid to a Reseller of the Vendor's Products, " which ivas later codified along
ivith other similar issues, into EITF Issue No. 01-09, "Accounting for Consideration Given by a Vendor to a
Customer or a Reseller of the Vendor's Products" ("EITF01-09").EITF 01-09 was effective for the Geiieral
Partners in the first quarter of 2002 and requires retroactive restatement of all periods presented to reflect the
new accounting provisions. EITF 01-09 clarifies the income statement classification of costs incurred by a
vendor in connection ivith the reseller's purchase or promotion of the vendor's products, resulting in certain

F-107



TWK GENERAL PAR'fNERS
NOTES TO CONSOLIDATED FINANCL4L STATK&VIENTS —(Continued)

cooperative advertising and product placement costs previously classified as selling expenses to be reflected as

a reduction of revenues earned from that activity. This change in revenue classification only impacts WCI. As

a result of applying the provisions of EITF 01-09, WCI's revenues and costs presented herein were

retroactively reduced by an equal amount of $45 million in 2001 and approximately $35 million in 2000.

Securities and Exchange Commission Staff Accounting Bulletin No. 101

In the fourth quarter of 2000, '&VCI adopted Securities and Exchange Commission Staff Accounting

Bulletin No. 101, "Revenue Recognition in Financial Statements" ("SAB 101'*).SAB 101 clarifies certain

existing accounting principles for the timing of revenue recognition and the classification of revenues in

financial statements. IVhile IVCI's existing revenue recognition policies &vere consistent with the provisions of

SAB 101, th- new rules resulted in changes as to how revenues from certain transactions are classified. As a

result of applldng the provisions of SAB 101,WCI's revenues and costs were increased by an equal amount of

$135 million for 2000.

New Accounting Standard for Good&vill and Other Intangible Assets

In July 2001, the FASB issued Statement of Financial Accounting Standards ("Statement" ) No. 141,
"Business Combinations" and Statement No. 142 "Good&vill and Other Intangible Assets" ("FAS 142").
These standards change the accounting for business combinations by, among other things, prohibiting the

prospective use of poofi!ng-of-interests accounting. In addition, FAS 142 requires that, effective January 1,

2002, goodkvill, including the goodivill included in the carrying value of investments accounted for using the

equity method of accounting, and certain other intangible asset" deemed to have an indefinite useful life, cease

amortizing. The new rules also requir'e that good&vill and certain intangible assets be assessed for impairment

using fair value measurement techniques. During the first quarter of 2002, WCI and ATC completed its initial

impairment review and recorded non-cash pretax charges of $18.962'billion and $9.603 billion, respectively,

for the impairment of goodwill, substantially all of which was generated in the Merger. The charge reflects

overall market declines since the Merger was announced in January 2000, is non-operational in nature and is

reflected as a cumulative effect of an accounting change in the accompan&dng consolidated financial

statements.

During the fourth quarter of 2002, WCI and ATC performed their annual impairment reviews for

goodwill and other intangible assets. As a result, IVCI recorded an additional non-cash charge of $1.499 billion

which is recorded as a component of operating income in the accompanying consolidated statement of

operations. Tlte impairment charges are non-cash in nature and do not affect the General Partners' liquidity.

See Note 3 to the accompanying consolidated financial statements for additional discussion.

Variable Interest Entities

In January 2003, the FASB issued FASB Interpretation No. 46, "Consolidation of Variable Interest

Entities" ("FIN 46"), which requires variable interest entities (commonly referred to as SPEs) to be

consolidated by the primary beneficiary of the entity if certain criteria are met. FIN 46 is effective

immediately for all new variable interest entities created or acquired after January 31, 2003. For variable

interest entities created or acquired prior to February 1, 2003, the provisions of FIN 46 become effective for

the General Partners' during the third quarter of 2003. Although the General Partners have not completed

their review, the General Partners anticipate that the adoption of FIN 46 ivill not have a significant impact on

their consolidated financial statements.

Stock-Based Compensation

In December 2002, the FASB issued Statement No. 148, "Accounting for Stock-Based Compensation,

Transition and Disclosure" ("FAS 148").FAS 148 provides alternative methods of trrmsition for a voluntary
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change to the fair value based method of accounting for stack-based employee compensation. FAS 148 also

requires that disclosures of the pro forma efi'ect of using the fair value method of accounting for stock-based

employee compensation be displayed more prominently and in a tabular format. Additionally, FAS 148
requires disclosure of the pro forma effect in interim financial statements. The transition and annual disclosure
requirements oi' FAS 148 are effective for fiscal years ended after Decmnbcr 15, 2002. The interim disclosure

requirements of FAS 148 are eifective for interim periods beginning after December 15, 2002. The adoption of
the provisions of FAS 148 did not have an impact on the General Partners' consolidated financial statements.
However, the General Partners have'modiTied its disclosures as required.

Exit an&1 Disposal Activities

In July 2002, the FASB issued Statement No. 146, "Accounting for Costs Associated with Exit or
Disposal Activities" ("FAS 146").I'AS 146 nullifies the accounting for restructuring costs provided in EITF
Issue No. 94-3 "Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an

Activity (including Certain Costs Incurred in a Restructuring). " FAS 146 requires that a liability associated
with an exit or disposal activity be recognized and measured at fair value only ivhen incurred. In addition, one-
time termination benefits should be recognized over the period employees will render service, if the service
period required is beyond a minimum retention period. FAS 146 is effective for exit or disposal activities
initiated after December 31, 2002. Management does not expect that the application of the provisions of
FAS 146 will have a material impact on the General Partners' consolidated financial statements.

Multiple Element Arrangements

In November 2002, the EITF reached a consensus on EITF No. 00-21, "Revenue Arrangements ivith

Multiple Deliverables" ("EITF00-21").EITF 00-21 provides guidance on how to account for arrangements
that involve the delivery or performance of multiple products, services and/or rights to use assets. The
provisions of EITF 00-21 ivill apply to revenue 'arrangements entered into in fiscal periods beginriing after
June 15, 2003. The General Partners believe that its current accounting is consistent ivith the provisions of
EITF 00-21 and therefore does not expect that the application of the provisions of EITF 00-21 ivill have a
material impact on the General Partners' consolidated financial statements.

Consideration Received I'ruin a Vendor by a Customer

In November 2002, the EITF reached a consensus on EITF No. 02-16, "Accounting for Consideration
Received from a Vendor by a Customer" ("EITF 02-16"). EITF 02-16 provides guidance as to how

customers should account for cash consideration received from a vendor. EITF 02-16 presumes that cash
received from a vendor represents a reduction of the prices of the vendor's products or services, unless the cash
received represents a payment for assets or services provided to the vendor or a reimbursement of costs
incurred by the customer to sell the vendor's products. The provisions of EITF 02-16 ivill apply to all
agreements entered into or modified after December 31, 2002. Ivlanagement does not expect the provisions of
EITF 02-16 to have a material impact on the General Partners' consolidated financial stateinents.

Guarantees

In November 2002, the FASB issued Interpretation No. 45, "Guarantor's Accounting and Disclosure
Requirenients f'or Guarantees, Including Indirect Guarantees of Indebtedness of Others" ("FIN 45").
FIN 45 requires that a liability be recorded in the guarantor's balance sheet upon issuance of a. guarantee. In
addition, FIN 45 requires disclosures about the guarantees that an entity has issued, including a reconciliation
of changes in the entity's product ivarranty liabilities. The initial recognition and initial measurement
provisions of FIN 45 are applicable on a prospective basis to guarantees issued or inodified atter Deceinber 31,
2002, irrespective of the guarantor's fiscal year-end. As the General Partners' guarantee of $3.3 billion of
TAVE's debt (ivhich is discussed in further detail in Note 9) was issued prior to December 31, 2002. the initial
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recognition and initial measurement provisions of FIN 45 are not expected to have a material impact on the

General Partners' consolidated financial statements. The disclosure requirenients of FIN 45 are effective for

financial statements of interim or annual periods ending after December 15, 2002; therefore, the General

Partners have modified. its disclosures herein as required.

Asset Retirement Obligations

ln July 2001, the FASB issued Statement No. 143, "Accounting for Asset Retirement Obligation"

("FAS 143").FAS 143 addresses the accounting and reporting for obligations associated ivith the retirement

of tangible long-lived assets and the associated asset retirement costs. FAS 143 became effective for the

rdmieral Partners in the first quarter of 2002. The provisions of FAS 143 did not have a material impact on

5VCI's or ATC's consolidated financial statements.

Impairment or Disposal of Long-Lived A'ssets

In August 2001, the FASB issued Statement No. 144, "Accounting for the Impairment or Disposal of

Long-Lived Assets" ("FAS 144").FAS 144 clardies the accounting for the impairment of long-lived assets

and for long-lived assets to be disposed of, including the disposal of business segments and major lines of

business. FAS 144 became elfective for the General Partners in the first quarter of 2002. The provisions of

FAS 144 did not have a material impact on the General Partners' consolidated financial statements.

Transfers and Servicing of Financial Assets and K..tinguishments of I.iabilities

In September 2000, the FASB issued Statement No. 140, "Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities —a Replacement of FASB Statement No. 125"
("FAS 140").FAS 140 revises the oriteria for accounting for securitizations and other transfers of financial

assets and collateral. In addition, FAS 140 requires certain additional disclosures. Except for the new

disclosure provisions, ivhich were effective for the year ended December 31, 2000, FAS 140 was eff'ective for

the transfer of financial assets occurring after March 31, 2001. The proidsions of FAS 140 did not have a

material impact on General Partners' consolidated financial statements.

Snrnnrnry of Sigittficanr Accounting Policies

Basis of Consolidation and Accounting for Investnients

The consolidated financial statements include 100% of the assets, liabilities, revenues, expenses, income,

loss and cash floivs of each General Partner and all companies in which the General Partner has a controlling

voting interest ("subsidiaries"), as if the General Partner and its subsidiaries were a single company.

Intercompany accounts and transactions between the consolidated companies have been eliminated.

IVCI's fiscal year-end is December 31, however certain foreign locations are on a month lag. In addition,

during 2002, XVCI's domestic music operations changed its fiscal year end from December 31 to November 30

in order to be consistent with its foreign operations which had previously been operating under a November

fiscal year end. The impact of this change was not material to WCI's overall financial results. To the extent a

significant and or unusual transaction or event occurs during the one month lag period, it would be accounted

for ivithin 'iVCI's year-end financial statements (See Note 4).

Investments in TAVE, and certain other companies in v, hich the General Partners individually have

significant influence, but less than a controlling voting interest, are accounted for using the equity method of
accounting. This is generally presumed to exist ivhen the General Partners individually own betiveen 20% and

50% of the investee. Under the equity method, only the General Partners' investnient in and amounts due to

and froni the equity investee are included in thc consolidated balance sheet; only its share of the investee's

earnings is included in the consolidated operating results; and only the dividends, cash distributions, loans or
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other cash received l'rom the investee, additional cash investments, loan repayments or other cash paid to the
investee, are included in the consolidated cash floivs. In circumstances where the General Partner's ownership
in an investee is in the form of a preferred security or otherwise senior security, WCI's and ATC's share in the
investee's income or loss is determined by applying the equity method of accounting using the "hypothetical-
liquidation-at-book-value" method. WCI and ATC use the hypothetical-liquidation-at-book-value method to
determine the earnings or losses attributable to its investment in TWE. Under the hypothetical-liquidation-at-
book-value method, the investor's share of earnings or losses is determined based on changes in the investor's
claim in the net book value of the investee. Additionally, the carrying vahie of investments accounted for using
the equity method of accounting are adjusted downward to reflect any other-than-temporary declines in value.

Investments in companies in ivhich the General Partners do not have a controlling interest, or an
ownership and voting interest so large as to exert significant influence, are accounted for as available-for-sale
securities at market value if the investments are publicly traded and there are no resale restrictions greater
than one year. If there are resale restrictions greater than one year, or if the investment is not publicly traded,
then the investment is accounted for at cost. Unrealized gains and losses on investments accounted for at
market value are reported, net of tax, in the accompanying consolidated statement of shareholders' equity as a
component of accumulated other comprehensive income (loss) until the investment is sold, at which time the
realized gain or loss is included in income. Dividends and other distributions of earnings from both market-
value investments and investments accounted for at cost are included in income when declared.

The etfect of any changes in each General Partner's oivnership interests resulting from the issuance of
equity capital by consolidated subsidiaries or equity investees to unaffiliated parties is included as a component
of shareholders' equity.

WCI, through-AOL Time Warner has certain accounts receivable facilities that provide for the
accelerated receipt of cash on available accounts receivables and licensing contracts. These secnritization
transactions are accounted for as a sale in accordance with FAS 140 because WCI relinquished control of the
receivables. Since WCI has relinquished control over these receivables and does.not control the Qualifying
SPE that holds the receivables, the amounts held in these securitization facilities are not included in the
consolidated financial statements of tVCI.

Investment Intpairrnents

The General Partners' investments are comprised of fair vahie investments, including available-for-sale
investments, investments accounted for using the cost method of accounting and investments accounted for
using the equity method of accounting. A judgmental aspect of accounting for investments involves
determining whether an other-than-temporary decline in value of the investment has been sustained. If it has
been determined that an investment has sustained an other-than-temporary decline in its value, the investment
is written down to its fair value, by a charge to earnings. Such evaluation is dependent on the specific facts and
circumstances. Factors that are considered by the Genera! Partners in deterniining ivhether an other-than-
temporary decline in value has occurred include: the market value of the security in relation to its cost basis;
the financial condition of the investee; and the intent and ability to retain the investment for a suflicient period
of time to allow for recovery in the market value of the investment.

In evaluating the factors above I'or available-for-sale securities, management presumes a decline in value
to be other-than-temporary if the quoted market price of the security is 20% or:nore beloiv the investment's
cost basis for a period of six months or more (the "20% criteria") or the quoted market price of the security is
50% or more below the security's cost basis at any quarter end (the f g0% criteria"). However, the
presumption of an other-than-temporary decline in these instances may be overcome if there is persuasive
evidence indicating that the decline is temporary in nature (e.g., strong operating performance of investee,
historical volatility of investee, etc.). Additionally, there may be instances ivhere impairment losses are
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recognized even if the 20% and 50% criteria are not satisfied (e.g. , plan to sell the security in the near term and

the tair value is below iVCI's or ATC's cost basis).

For investments accounted for using the cost or equity method of accounting, management evaluates

information (e.g. , budgets, business plans, financial statements, etc.) in addition to quoted market price, if
any, in determining whether an other-than-tempomry decline in value exists. Factors indicative of an other-
than- teniporary decline include recurring operating losses, credit defaults and subsequent rounds of financings

at an amount below the cost basis of the investment. This list is not all inclusive and management iveighs all

quantitative and qualitative factors in determining if an other-than-temporary decline in value of an

investment has occurred.

Business Couibinations

Business combinations have been accounted for using the purchase method of accounting. Business
combinations which have been accounted for under the purchase method of accounting include the results of
operations of the acquired business from the effective date of acquisition. The cost to acquire companies,
including transaction costs, have been allocated to the underlying net assets of the acquired company in

proportion to their respective fair values. Any excess of the purchase price over estimated fair vahies of the net
assets acquired has been recorded as goodwill. In certain purchase business combinations, the General
Partners may review the operations of the acquired company and implement plans to restructure its
operations. As a result, the General Partners may accrue a liability related to these restructuring plans using
the criteria prescribed in EITF Issue No. 95-3, "Recognition of Liabilities in Connection with a Purchase
Business Combination. " The impact of accruing these liabilities in connection ivith a purchase business
combination is that the related'cost is refiected as a liability assumed in the acquisition and results in

additional goodwill as opposed to being included as a charge in the current period determination of income
(Note 4). The application of the purchase method of accounting requires significant judgments and

assumptions, which is further discussed in Critical Accounting Policies.

Foreign Currency Translation

The financial position anu operating results of substantially all foreign operations are consolidated using
the local currency as the functional currency. Local currency assets and liabilities are translated at the rates of
exchange on the balance sheet date, and local currency revenues and expenses arc translated at average rates
of exchange during the period. Resulting translation gains or losses, which have not been material, are
included in the acconipanying consolidated statement of shareholders' equity as a component of accumulated
other comprehensive income (loss).

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
U.S. requires inanagement to make estimates and assumptions that a(feet the amounts reported in the
financial statements and footnotes thereto. Actual results could diVer from those estimates.

Significant estiniates inherent in the preparation of the accompanying consolidated financial statements
include management's forecast of anticipated revenues and cash fioivs from investments and the sale of future
and existing music-related products in order to evaluate the ultimate recoverability of accounts receivable,
artist advances and investments recorded as assets in the IVCI consolidated balance sheet. Accounts
receivable and sales in the music industry are subject to customers' rights to return unsold items. In addition,
significant estimates have been used in accounting for business combinations accounted for using the purchase
method of accounting.
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Management periodically reidews such estimates and it is reasonably possible that management's

assessment of recoverability of accounts receivable, individual artist advances and investments may change
based on actual results and other factors.

Rerenues and Costs

In accordance with industry practice, certain products (such as compact discs, DVDs and cassettes) are
sold to customers with the right to return unsold items. Revenues from such sales are recognized when the
'products are shipped based on gross sales less a provision for I'uture estimated returns.

Inventories of WCI consist of cassettes, DVDs, compact discs and related music and music publishing

products. Inventories of cassettes, DVDs and compact discs are stated at the low«r of cost or estimated
realizable value. Cost is determined using first-in, first-out and average cost methods. Returned goods
included in inventory are value&1 at estimated realizable value, but not in excess of cost.

Multiple-Element A rrangentents

WCI or TIVE enters into transactions ivhere it is purchasing a product, service or making an investment

in a vendor and at the same time it is negotiating a contract for the sale of advertising to the vendor. For
example, ivhen negotiating programnung arrangnnents ivith "able nebvorks, TAVE will, at times,
simultaneously negotiate for the sale of advertising to the cable. network. This arrangement may be
'documented in one contract or may be documented in two separate contracts; whether there are one or two

contracts, tliese arrangements are negotiated simultaneously. In accounting for these arrangements, WCI or
TWE looks to the guidance contained in the folloiving authoritative literature.

APB Opinion No. 29, "Accounting for Nonmonetary Transactions" (APB 29); and

EITF 01-09, "Accounting for Consideration Given by a Vendor to a Customer" (EITF 01-09).

WCI or TIVE measures these transactions based on the respective fair values of the goods or services

purchased and the goods or services sold. If WCI or TWE is unable to determine the fair value of one or more
of the element(s) being purchased, then revenue recognition is limited to th» total consideration received for
the products or services sold less amounts paid. The accounting for these transactions requires significant

judgments and estimates, which are further discussed in Critical Ar:counting Policies.

Advertising

ln accordance with AICPA SOP 93-7, "Reporting on Advertising Costs, " advertising costs are expensed

upon the first exhibition of the advertisement, except for certain direct-response advertising, for which the
costs are capitalized and amcirtized over the expected period of future benefits. Direct-response advertising

principally consists of product promotional mailings, catalogues and other promotional costs incurred in
WCI's direct-marketing businesses. Deferred advertising costs are generally amortized using the straight-line
method over a period of twelve months or less subsequent to the promotional event. Deferred advertising costs
for WCI amounted to $5 million at December 31, 2002 and $3 million at December 31, 2001. Advertising

expense for WCI amounted to $259 million in 2002, $257 million in 2001 and $244 niillion in 2000.

Cash Equivalents

Cash equivalents consist of commercial paper and other investments that ar'e readily convertible into cash
and have original maturities of three months or less, Cash equivaleiits are carried at cost, which approximates
fair value
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Derivative and Financial Instruments

Effective January 1, 2001, WCI adopted FASB Statement No. 133, as amended by FASB Statement

No. 138, "Accounting for Derivative Instruments and Hedging Activities" ("FAS 133").FAS 133 requires

that all derivative instruments be recognized on the balance sheet at fair value. In addition, FAS 133 provides

that for derivative instruments that qualify for hedge accounting, changes in the fair value ivill either be offset

against the change in fair value of the hedged assets, liabilities, or firm commitments through earnings or

recognized in shareholders' equity as a component of accumulated other comprehensive income (loss) until

the hedged item is recognized in earnings, depending on ivhether the derivative is being used to hedge changes

in fair value or cash floivs. The inelfective portion of a derivative's change in fair value will be immediately

recognized in earnings. The adoption of FAS 133 did not have a material effect on WCI's financial statements

(Note 13).

The carrying value of WCI's financial instrunients approxiniates fair value, except for certain differences

relating to investments accounted for at cost and other financial instruments that are not significant. The fair

value of financial instruments, such as investments, is generally determined by reference to market values

resulting from trading on a national securities exchange or in an over-the-counter market. In cases ivhere

quoted market prices are not available, fair value is based on estimates using present value or other valuation

techniqnes.

Property, Plant and K&luipment

Property, plant and equipment are stated at cost. Depreciation is provide&! generally on the straight-line

method over useful lives ranging up to thirty years for buildings and improvements and up to fifteen years for

furniture, fixtures and other equipment.

The General Partners periodically revieiv the carrying value of their long-lived assets, including property,
plant and equipment, whenever events or changes in circumstances indicate that the carrying value may not be
recoverable. To the extent fair value of a long-lived asset, determined based upon the estimated future cash
infloivs attributable to the assets, less estimated future cash outflows, are less tlmn the carrying amount, an

impairment loss is recognized.

Goodivill and Other Intmigible Assets

As a creator and distributor of entertainment copyrights, WCI has a significant and growing number of
intangible assets, including goodwill, music catalogues, contracts and copyrights. In accordance with generally

accepted accounting principles, IVCI does not recognize the fair value of internally generated intangible

assets. Costs incurred to create and produce copyrighted product, such as compact discs, DVDs and cassettes,
generally are either expensed as incurred, or capitalized as tangible assets as in the case of cash advances and

inventoriable product costs. However, accounting recognition is not given to any increasing asset value that

may be associated with the collection of the underlying copyrighted nmterial. Additionally, costs incurred to
create or extend brands generally result in losses over an extended development period and are recognized as a

reduction of income as incurred, ivhile any corresponding brand value created is not recognized as an

intangible asset in the consolidated balance sheet. However, intangible assets acquired in business combina-

tions accounted for under the purchase method of accounting are recorded at fair value on the General
Partners' consolidated balance sheet. As of January I, 2001, in connection ivith the Merger, the intangible

assets of WCI, including the significant value of intentionally generated intangible assets, ivere recorded at fair
value on WCI's consolidated balance sheet, Hoivever, increases in the fair value, if any, or the creation of
intangible assets related to WCI businesses subsequent to the consummation of the Merger, are not reflected
on IYCI s consolidated balance sheet.

As discussed previously, FAS 142, ivhich became efl'ective on January 1, 2002, required that goodkvill and

certain other intangible assets deemed to have an indefinite useful life cease amortizing. As a result, a
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iVCIsubstantial portion of the General Partners' goodwifi and intangible assets, ceased amortizing. Hoivever, '6 CI
continues to amortize intangible assets that are deemed to have a finite useful life, including niusic catalogues
and copyrights, ivhich are amortized over periods up to 20 years. Amortization of goodwill and intangible

assets for WCI ivas $175 million in 2002, $836 million in 2001 and $241 mifiion in 2000. Accumulated
amortization of goodwifi aml intangible assets for WCI was $396 billion at December 31, 2002 and

$836 million at December 31, 2001. Amortization of goodhviH and intangible assets for ATC amounted to

$11 million in 2001, afi of which related to the amortization of goodwill resulting from the Merger. The. e was

no aniortization of goodwifi and intangible assets for ATC in 2002 and 2000. Accumulated amortization of
goodivifi and intangible assets for ATC at was $11 million at December 31, 2002 and 2001.

The General Partners periodically review the carrying value of acquired intangible assets, including
goodwill, to determine whether impairnient may exist. FAS 142 requires tlmt goodwill and certain intangible
assets be assessed for impairinent using fair value measurement techniques. Specifically, goodwiH impairment
is determined using a two-step process. The first step of the goodwill inipairment test is used to identify
potential impairment by comparing the fair value of a reporting unit ivith its carrying amount, including
goodwill. If thc fair value of a reporting unit exceeds its carrying amount, goodwill of the reporting unit is
considered not impaired and the second step of the impairment test is unnecessary. If the carrying amount of a
reporting unit exceeds its fair value, the second step of the goodwill impairment test is performed to measure
the amount of impairment loss, if any. The second of the goodivifi impairment test compares the implietl fair
value of the reporting unit's goodwill ivith the carrying amount of that goodivifi. If the carrying amount of the
reporting unit's goodwill exceeds the implied fair value of that goodivifi, an impairment loss is recognized in an

amount equal to that excess. The implied fair value of goodivifi is determined in the same manner as the
amount of goodwill recognized in a business combination. That is, the fair value of the reporting uriit is
afiocated to aH of the assets and liabilities of that unit (including any nnrecognized intangible assets) as if the
reporting unit had been acquired in a business combination and the fair value of the reporting unit ivas the
purchase price paid to acquire the reporting unit. The impairment test for other intangible assets not subject to
amortization consists of a comparison of the fair value of the intangible asset ivith its carrying value. If the
carrying value of the intangible asset exceeds its fair value, an impairment loss is recognized in an amount
equal to that excess. For intangible assets subject to amortization, to the extent the fair value of the intangible
asset, determined based upon the estimated future cash infioivs attributable to the asset, less estimated fuhire
cash ontliows, are less than canying amount, an impairment loss is recognized. The determination of
impairment of goodivifi and other intangible assets requires significant judgments and estimates, ivhich is
further discussed under Critical Accounting Policies.

Income Taxes

The domestic operating results of the Genera! Partners are included in the consolidated U.S. lederal,
state and local income tax returns of WCI or subsidiaries of AOL Time Warner Inc. Thc foreign operations of
WCI are subject to taxation by foreign jurisdictions. Both domestic and foreign income tax provisions are
refiected in the consolidated statements of'operations of the General Partners on a stand-alone basis consistent
with the liability method prescribed by FASH Statement No. 109, "Accounting for Income Taxes."Under the
liability method, deferred income taxes reflect the tax effect of net operating loss and investment carryforivards
and the net tax elfects of temporary differences betiveen the carrying amount of assets arid liabilities for
financial statement and income tax purposes, as rle!ermined under enacted tax laivs and rates. The hnancia

'
I

effect of changes in tax laws or rates is accounted for in the period of enactment. The subsequent realization of
tax carryforwards acquired in acquisitions is accounted for as a reduction of goodivifi.

Under a tax-sharing agreement between the General Partners and AOL Time iVarner, each General
Partner pays to, or receives from, AOL Time Warner amounts equal to the total doniestic inconie taxes, or tax
benefits, provided by, or attributable to, the partner Accordingly, no domestic income tax balances are
reflected in the consolidated balance sheets of the General Partners, except for amounts related to certain
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book/tax differences created as a result of purchase accounting, and For certair, items reflected in shareholders'
equity.

As 0 Delaware limited partnership, TWE is generally not subject to U.S, federal and state income
taxation. Ilowever, certain of T'iVE's operations are conducted by subsidiary corporations that are subject to
domestic or foreign taxation. Income tax expense for each of the General Partners includes all income taxes
related to its allocable share of patxnership income and its equity in the income tax expense of corporate
subsidiaries of TWE.

Stock-Based Compensation

AOL Time iVarner has various stock option plans under which it may grant options to purchase AOL
Time iVamer common stock to employees of AOL Time Warner and WCI, both of which follow the
provisions of FASB Statement No. 123, "Accounting for Stock-Based Compensation" ("FAS 123").The
provisions of FAS 123 allow companies to either expense the estimated fair value of stock.options or to
continue to follow the intrinsic value method set forth in Accounting Principles Board Opinion No. 25,
"Accounting for Stock Issued to Employees" ("APB 25"), but disclose the pro forma effects on net income
(loss) had the fair value of the options been expensed. AOL Time Warner and WCI have elected to continue
to apply APB 25 in accounting for stock opiion plans (Note 11).

In accordance ivith APB 25 and related interpretations, compensation expense for stock options is
recognized in income based on the excess, if any, of the quoted market price of the stock at the grant date of
the award or other measurement date over the amount an employee must pay to acquiie the stock. Generally,
the exercise price for stock options granted to employees of WCI equals or exceeds the fair market value of
AOL Time Warner common stock at the date of grant, thereby resulting in no recognition of compensation
expense by AOL Time Warner, nor charged to WCI. For aivards that generate compensation expense as
defined under APB 25, WCI calculates the amount of compensation expense and recognizes the expense over
the vesting period of the awards.

As previously discussed, in 2002 the FASB issued FAS 148. FAS 148 provides alternative methods of
transition for a voluntary change to the fair value based method of accounting for stock-based employee
compensation. FAS 148 also require that disclosures of the pro forms effect of using the fair value method of
accounting for stock-based employee compensation be displayed more prominently and in a tabular format.
Additionally, FAS 148 requires disclosure of the pro forms efi'cct in interim financial statements. The
transition and annual disclosure requirements of FAS 148 are eflective for fiscal years ended after
December 15, 2002. The interim disclosure requirements of FAS 148 are effective for interim periods
beginning after December 15, 2002.

Had compensation cost for AOL Time Warner's stock option plans been determined based on the fair
value method set forth under FAS 123, 'iVCI's nct income (loss) would have been changed to the pro forms
amounts indicated below:

Net income (loss), as reported

Deduct: Total stock-based employee compensation expense
determined under fair value based method fo. all aivards net of
related tax efl ects .

Pro fonna net income (loss)

Years Ended December 31,
2002 2001 2000

(miltiens)

$(21,001) $(2,259) $ 44

(90) (33) (41)

$ (21,091) $ (2,292) $
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Comprehensive Income (Loss)

Comprehensive income ()oss), which is reported on the accompanying consolidated statement of
shareholders' equity as a component of accumulated other comprehensive income (loss), consists of net
income and other gains and losses afiecting shareholders' equity that, under accounting principles generafiy

accepted in the U.S., are excluded from net income (loss). For the General Partners, such items consist

primarily of unrealized gains and losses on marketable equity investments, gains and losses on certain
derivative financial instruments, changes in the unfunded accumulated benefit obligation of the General
Partners' pension plan and foreign currency translation gains and losses.

The following summary sets forth the components of 'iVCI's other
(loss) accumu)ated in shareholders* equity:

Foreign Net Derivative Unfunded
Currencr Unreatized Financial Accuniuiated

Translation Gains Instrument Benefit
Gains (Losses) on Securities Gains (Losses) Obligation

(millions)

comprehensive income

Accumulated
Other

Comprehensive
Other Loss

Balance at
December 31,
2001 . . . . . . . . . .

2002 activity. . . . ,

$ (195)
111

$12
I

$8 $—
(10) (70)

$ — $(175)
4 36

Balance at
December 31,
2002. . . . . . . . . . . $ (84) $13 $ (2) ~$70) $4 $(139)

ReclassrJrcntirzrrs

Certain reclassifications have been made to the prior years' consolidated financial information to conform
to the 2002 presentation.

2. WORD KNTERTAINMKNT ACQUISITION

ln January 2002, YVCI completed its purchase of Word Entertainment ("Word" ) froni Gaylord
Entertainment Company for approximately $84 million in cash. Word is a leader in the multi-faceted
contemporary Christian music industry ivith over 30 active artists on several record labels, approximately 45
songwriters under contract and a catalog containing more than 75,000 masters. The acquisition was accounted
for using the purchase method of accounting for business combinations. As a result of the subsequent purclmse
price allocation, approximately $10 million has been allocated to copyrights, approximately $20 million has
been allocated to music catalogues, $30 million to goodwill and the remaining $24 million of the purchase
price has been allocated to the underlying tangible net assets of Word. As discussed in further delail in Note 3,
during the fourth quarter of 2002, WCI recorded a non-cash, pretax charge of $646 million rdated to goodhvifi

impairment.

During the third quarter of 2002, WCI exchanged 20% of its interest in Word to Curb Records for non-

cash consideration of equal value.

3. GOODWILL AiND INTANGIBLE ASSETS

As discussed in Note 1, in January 2002, the General Partners adopted FAS 142, which requires

companies to stop amortizing goodivill and certain intangible assets with an indefinite useful liTe. Instead.
FAS 142 requires that goodkvill and intangible assets tleemed tc have an indefinite useful life be revieived for
impairment upon adoption of FAS 142 (January 1, 2002) and annually thereafter.
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Under FAS 142, goodwill impairment is deemed to exist if the net book value of a reporting unit exceeds
its estimated fair value. For purposes of applying the provisions of FAS 142, both WCI and ATC are
considered one reporting unit. This methodology differs from the General Partners' previous policy, as
provided under accounting standards existing. at that time, of using undiscounted cash flows on an enterprise-
wide basis to determine if goodrvitl is recoverable.

Upon adoption of FAS 142 in the first quarter of 2002, WCI recorded an approximate $18.962 billion
non-cash charge and ATC recorderl an approximate $9.603 billion non-cash charge to reduce the carrying
value of goodwill. Approximately $5 billion of WCI's charge related to its svholly owned music business, while
the remaining approximate $14 billion of WCI's charge and all of ATC's charge were the result of goodwill

impairment charges recorded at TWE and other AOL Time Warner consolidated subsidiaries, which are
accounted for by the General Partners under the equity method of accounting. Such charges are nonopera-
tional in nature and are reflected as a cumulative effect of accounting change in the accompanying
consolidated statement of operations. In calculating the impairment charge, the fair value of WCI's music
business and the reporting units underlying the General Partners' investments in TWE and certain AOL Time
Warner consolidated subsidiaries accounted for under the equity method of accounting, were estimated using
either a discounted cash flow methodology, market comparisons, recent comparable transactions or a
combination thereof.

The FAS 142 goodwill impairment is associated entirely with goodwill resulting from the Merger. The
amount of the impairment primarily reflects the overall market declines since the Merger was announced and
valued for accounting purposes in January of 2000. Prior to performing the review for impairment, FAS 142
required that all goodwill deemed to be related to AOL Time Warner as a whole be assigned to all of AOL
Time Warner's reporting units, including the reporting units of the acquirer. This differs from the previous
accounting rules where goodvdll was assigned only to the businesses of the company acquired. As a result, a
portion of the goodwill generated in the Merger has been reallocated from WCI's music business and the
reporting units underlying the General Partners' investments in TWE and certain AOL Time IVamer
consolidated subsidiaries accounted for under the equity method of accounting to other segments of AOL
Time Warner.

During the fourth quarter of 2002, WCI and ATC performed their annual impairment reviews for
goodwill and other intangible assets. As a result, WCI recorded an additional non-cash charge of approxi-
mately $1.499 billion which is recorded as a component of operating income in the accompanying consolidated
statement of operations. The $1.499 billion charge at WCI includes a $646 million charge to reduce the
carrldng value of goodwill and a $853 nullion charge to reduce the carrying value of other intangible assets at
WCI's music operations which reflects declining valuations in the music industry, primarily due to the
negative effects of piracy.

In addition, the General Partners recognized a $1.572 billion charge at WCI and $1.146 billion charge at
ATC relating to goodwill impairment charges at TWE due to decreasing valuations of TIVE's cable systems as
evidenced by the decline in the stock prices of comparable cable television companies. These charges are
included in equity in pretax income (loss) of TIVE in the accompanying consolidated statement of operations.
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A summary of changes in sVCI's goodwill during the year ended December 31, 2002 is as follows

(nul lions):
Goodwill

Januatn 2, Acquisitions & Curuulaiire Effect of 4th Quarter Decentber 31,
2002ot Adjustntents " Accounting Change Impairment 2002

Total . . $5,857 $ (34) $(4,796) $(646) $381

"' Reflects the reallocation of $5942 billion of goodaill to other segments of AOL Time warner under FAS 142.

1 1 Acquisitions relate to 'tvcl's purchase price sf location for the acquisition of word Entertainmcnt.

'" The impaimtcnt charge does not include approximately $14.2 billion related to goodwill impairments associated with investments accounted for under the

equity method of accounting.

"' The impairment charge does not include approximately $1.$72 billion related to tVCI's inve tment in T'1VE

The impairment charges are non-cash in nature and do not affect the General Partners' liquidity.

IVCI's intangible assets and related accumulated amortization consisted of the following (millions):

As of December 3$, 2002 As of Decentber 31, 2001

Accumulated Accuntulated
Gross Antortizationu' twet Gross Amortization" iqet

In(angibie asse(s subject to
amor(iza(iorr.

Music catalogues, copyrights
and other intangible assets $3,194 $(323) $2,871 $3,079 $(153) $2,926

In(angible assets no( snbject to
a tnrrtizatio:

Brands and trademarkst Ii I . . $847 $ (57) $790 $1,700 $. (57) $1,643

Accumulated amortization for intangible assets not subject to amortization relates to amortization expense recognized prior to the adoption of FAS 142

"' Amount represents intangible assets related to 'iVCI's music operations.

1 1 The decrease in brands, trademarks and other intangible assets primarily relates to the impairment of brands and trademarks of WCI's music operations

Vt(CI recorded amortization expense of $175 million in 2002 conlpared to $836 million in 2001. Based on

the current amount of intangible assets subject to amortization, the estimated aniortization expense for each of

the succeeding 5 years are as follotvs: 2003: $172 million; 2004: $172 million; 2005: $172 nlillion; 2006:

$158 million; and 2007: $158 million. As acquisitions and dispositions occur in the future and as purchase

price allocations are finalized, these amounts may vary.

For the year ended December 31, 2002, VICI acquired the following intangible assets (in millions):

Tveighted Average
Amortization Perind

Music catalogues, copyrights and other intangible assets $80 15 years
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WCI's and ATC's 2001 and 2000 results do not reflect the provisions of FAS 142. Had KVCI and ATC
adopted FAS 142 on January I, 2000, the net income (loss) would have been changed to the adjusted

amounts indicated belotv:

Year Ended Year Ended
December 31, Zgut December 3i, 3000

(ukiiiious)
YYCi ATC YYCt ETC

As reported —historical basis . . . . . . . . . . . . . . . . . . . .

Add: Goodtvill amortization . . . . . . . . . . . . . . . . . . . . . .

Add: Intangible amortization . . . . . . . . . . . . . . . . . . . . .
Add: TWE goodwill mid intangible amortization. . . , .

Add: Equity investee goodsvill amortization . . . . . . . , .
Income tax impact.

$(2,259) $(1,033)
617

1,600 1,099

366 258

(808) (543)

$44
145

315

10

(130)

$84

216

(86)

Adjusted $ (484) $ (219) $ 384 $214

Ig
sir
'I Because good vill is nondeductible for taz purposes, the income las impact reflects only the ceasmg of iulaegibic amortizalioe aed equity iuvestee

goodkviii amouizatiou.

k

4. MERGER AND RESTRUCTURING COSTS

Merger Costs Copitnlizerf os 0 Cost of Acqnisitiofi

In accordance with generally accepted accounting principles in the United States, WCI generally treats

merger costs relating to business combinations accounted for using the purchase method of accounting as

additional purchase price paid.

In connection vvith the Merger, WCI has revietved its operations and implemented several plans to

restntcture its Operations ("restructuring plans" ).As part of the restntcturing plans, XVCI accrued an initial

restructuring liability of, approximately $312 million during the first quarter of 2001. 'kVCI adjusted these

restructuring liabilities dotvnward by $3 million during 2001 as it refined its restructuring plans. The
restructuring accruals relate to costs to exit and consolidate certain activities at WCI, as ivell as costs to
terminate employees of IVCI. Such amounts were recognized as liabilities assumed in the purchase business

combination and, accordingly, resulted in additional goodivill being recorded in connection with the Merger.

Of the total restructuring accruals, $261 million related to work force reductions and represented

employee termination benefits and relocation costs. The total number of employees initially identified to be
involuntarily terminated or relocated approximated 2,500. As of December 31, 2002, all terminations, .nd

relocations had occurred. Because certain employees can defer receipt of termination benefits, cash payments

may continue after the employee has been terminated. Termination payments of approximately $88 million

and $52 million were made in 2002 and 2001, respectively. In addition, during 2002, there were non-cash

reductions in the restructuring accrual of $40 million, as actual employee termination paynients were less than

amounts originally estimated. As of Decmnber 31, 2002, the remaining liability of approximately $81 million

was primarily classified as a current liability in IVCI'sraccompanying consolidated balance sheet.

The restructuring accrual also includes approximately $48 million associated with exiting certain

activities. The restructuring accrual associated with exiting activities specifically includes incremental costs

and contractual obligations for iteins such as leasehold termination payments and other facility exit costs

incurred as a direct result of these plans, which ivil! not have future benefits. Payments related to exiting

activities were approximately $7 million in both 2002 and 2001, respectively. In addition, during 2002, there

were non-cash reductions in the reoiructuring accrual associated tvith other exiting activities of approximately

$10 million, as actual payments tvere less than originally estimated. As of December 31, 2002, the remaining
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global music operations of Time '&Yarner and EMI Group pic. These costs are included in operating income
(loss) on the accompanying consolidated statement of operations.

Selected information relating to the restructuring plans follows (in millions):

Kmp&oree
Terndnation

Other
Exit Costs Total

Initial accruals

Cash paid —2001.

Restructuring liability as of December 31, 2001 . .
Cash paid —2002.
Non-cash reductions('& —2002

Remaining liability as of December 31, 2002 . .

$ 20 $ 17 $ 37

(4) — (4)

16 17 33

(4) (17) (21)
(12) — (12)

$0 $0 $0
Non-cash reductions represent adjustments to the restructuring accrual as actual costs relatetl to emplo&ee te minations 'ere tern than originalf&
estimated.

5. INVESTMKNT IN TWK

The General Partners* investn&ent in and amounts due to and from TAVE at December 31, 2002 and 2001
consists of the follov. ing:

December. 31, 2002 &VC& ATC

Investment in TWE
Stock option related distributions due from TWE. . . . . . . . . . . . . . . . .
Other net liabilities due to TWE; principally related to home video

distribution

Total

Decen&ber 31, 2001

Investment in TWE. . . . . . . . . . . . . . . . . . . . .
Stock option related distributions due from TWE. . . . . . . . . . . . . . . . .
Other net liabilities due to TWE, principally related to home video

distribution .

Total

(minions)

$19,241 $13,380

5 3

94

$19,340 $13,383

&VCl uvre

(millions)

$36,490 $25, 110
264 182

$36,834 $25,292

The General Partners' respective investments in TWE declined significantly during the year, primarily
the result of the General Partners' share of TWE's $21.763 billion cumulative effect of an accounting change
relating to the adoption of FAS 142 and a $2.355 billion impaimnent. In addition, upon the adoption of FAS
142, $6.857 billion of good&vill at T'&VE generated in the Merger was reallocated to other segments of AOL
Time '&Varner thereby reducing TWE's net assets. For a more comprehensive description of the itnpact of
these items on TWE, see the accompanying TWE consolidated financial statements.
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Partners)tip Structure

TIVE is a Delarvare limited partnership that was capitalized on June 30, 1992 and currently owns and

operates substantially all of the Filmed Entertainment-Warner Bros., Cable Networks-HBO and Cable
businesses previously owned by the General Partners. Prior to the change in ownership relating to the exercise
of an option by AT&T which is discussed below, the General Partners in the aggregate held 63.27% of the
Series A Capital and Residual Capital of TWE and 100% ol' the Series B Capital of TWE. TW Companies,
directly or indirectly, held 11.22% of the Series A Capital and Residual Capital limited partnership interests.
The remaining 25.51% limited. partnership interests in the Series A Capital and Residual Capital of TWE
were held by MediaOne TWE Holdings, Inc. , a subsidiary of AT&T. AT&T's interest in TIVE acquired by

Comcast upon consummation of the merger of Comcast and AT&T's broadband business in November 2002.

During the second quarter of 2002, AT&T exercised a one-time option to increase its ownership in the
Series A Capital and Residual Capital of TWE. As a result, on May 31, 2002, AT&T's interest in the Series A
Capital and Residual Capital of TIVE increased by approximately 2.13% to. approximately 27.64%. This
resulted in a decrease in WCI's and ATC's corresponding interest in the Series A Capital and Residual
Capital of TWE of approximately 1.07% 'and 0.74%, respectively, to approxintately 3643% and 25.03%,
respectively. Similarly, TW Companies' interest in the Series A Capital and Residual Capital decreased by
approximately 0.32% to approximately 10.90%. In accordance with Stalf Accounting Bulletin No. 51,

'
"Accounting For Sales of Stock of a Subsidiary, " WCI and ATC have refiected the pretax impact of the
dilution of its interest in TWE of approximately $365 million and $240 million, respectively, as an adjustment
to paid-in-capital. During the thirst quarter of 2002, TW Companies' 10.90% interest in TWE was transferred
to WCI and ATC, increasing WCI's and ATC's interests in the Series A and Residual Capital of TWE to
41.88% and 30.48%, respectively.

In August 2002, AOL Time %Yarner and AT&T announced Brat they had agreed to restructure TWE.
The restructuring is expected to be completed on March 31, 2003. The restructuring will result in the
following: (i) WCI will acquire complete ownership of TWE's content assets (including Warner Bros.,
Warner Bros. Library and Honte Box Otfice, which will become separate, wholly owned subsidiaries of WCI);
(ii) all of AOL Time IVarner's directly-owned cable television system interests will be contributed to a
separate company which wiB become a majority-owned subsidiary of AOL Time Warner and wiU be renamed
Time IVarner Cable Inc. ("TWC Inc."); (iii) TWE wifi become a subsidiary of TWC Inc. and vvill continue
to own the cable television system interests it previously otvned; (iv) Comcast will receive $2, 1 bifiion in cash,
which the company anticipates wifi be funded through a new credit facility at TWC Inc. that has not yet been
established and AOL Time Warner equity securities valued at $1.5 billion; (v) a Comcast Trust will also
retain a 21% economic interest in the Company's cable business, through a 17.9% direct ownership interest in

TWC Inc. (representing a 10,7% voting interest) and a limited partnership interest in TWE representing a
4.7% residual equity interest; and (vi) AOL Time Warner wiii retain an overall 79% economic interest in the
cable business, through an 82.1% ownership interest in TIVC Inc. (representing an 89.3% voting interest) and

a partnership interest in TIVE representing a 1% residual equity interest and a $2.4 billion preferl'ed

component. The 1% direct interest and $2.4 billion preferred interest in TWE, as well as part of AOL Time
Warner's ownership interest in WCI, will be held through ATC.

Based upon its 89.3% controlling voting interest in TWC Inc. , AOL Time Warner will consolidate. the
results of TAVC Inc. for accounting purposes. IVCI wilt account for its interest in TIVC Inc. under the equity
method of accounting. ATC will account for its common and preferred interests in TWE at cost. At the
closing of the restnrcturing, it is anticipated that TIVC Inc. will have approximately $8. 1 billion in

consolidated net debt and preferred equity, including the $2.4 billion preferred interest held by AOL Time
IVarner. Subject to market and other conditions, AOL Time Warner expects to complete an initial public
offering of TWC Inc. common stock during 2003. It is anticipated that the first $2.1 billion of net proceeds
raised in any such offering would be used to repay TWC Inc. 's debt incurred to fund the $2.1 billion cash
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payment to Comcast. Thereafter, Comcast will have certain priority registration rights with respect to its stake

in TWC Inc.

Partnership Capital and Allocation of Income

Each partner's interest in T',VE generally consists of the undistributed priority capital and residual equity

amounts that were initially assigned to that partner, or its predecessor, based on the estimated fair value of the

net assets each contributed to TAVE ("Undistributed Contributed Capital" ), plus, )vith respect to the priority

capital interests only, any undistributed priority capital return. The priority capital return consists of net

partnership income allocated to date in accordance with the provisions of the TIVE partnership agreement and

the right to be allocated additional partnership income which, together, provides for the various priority capital

rates of return as specified in the following table. The sum of Undistributed Contributed Capital and the

undistributed priority capital return is referred to herein as "Cumulative Priority Capital. " Cumulative Priority

Capital is not necessarily indicative of the fair value of the underlying priority capital interests, principally due

to above-market rates of return on certain priority capital interests as compared to securities of comparable

credit risk and maturity, such as the 13,25o%o rate of return on the Series B Capital interest o)vned 100%%uo by the

General Partners. Furthermore, the ultimate realization of Cumulative Priority Capital could be affected by

the fair value of TWE, )vhich is subject to fiuctuation.

A summary of the priorily of Undistributed Contributed Capita!, the General Partner's owner hip of
Undistributed Contributed Capital and Cumulative Priority Capital at December 31, 2002 and priority capital

rates of return thereon is as set forth below:

Priority of Undistributed Contributed Capital

Undistributed
Contributed
Capital"

Cuntulative
Priodty
Capital

Priority
Capital
Rates of
Return("

% Oiined
by General
Partners

Series A Capital . .
Series B Capital . .

Residual Capital . .

'$5.6
2 q(c)

33()

(billions)

$22.0 13.00%

11.4 13.259o

3 3(d) td)

72.36%

100.00%%uo

72.36%%uo

Is)

tat

Excludes partnemhip income or lass allocated thereto.

To the citent income allocations me concurrently distributed, the priority capital rates of return on the S ries A Capit, I and Series a C. pital arc

t (.tXU and 11.2)ah respectively. The Undistributed Contnbuted Capital relating to the Scrim B Capital has priority o cr ihe priority r turns on ihe

Series A CapitaL
The Undistributed Contributed Capital re(sling to the Residual Capital has priority over the priority returns on the Series B Capital and tbc Series A

CapitaL

Residual Capita! is not erititled to stated priority rates of rerum and, as such, its Cumulative Priority Capital is equal to its Undistributed Contributed

Capit ~I. Ho i eve, in the case of certain e ents such as the liquidation or dissolution of T)VE, Residual Capital is entitled to any cice s ol' th then fair

value of the net assets of TWE over the aggregate amount of Cumulative priority Capital and special lax allocations.

The Undistributed Contributed Capital is generally based on the fair value of the net assets that each

partner initially contributed to the partnership. For purposes of allocating partnership income or loss to the

partners, partnership income or loss is based on the fair value of the net assets contributed to the partnership

and results in significantly less partnership income, or results in partnership losses, in contrast to the net

income reported by TIVE for financial statement purposes, )vhich is also based on the historical cost of
contributed net assets.

Under the TIVE partnership agreement, partnership income, to the extent earned, is first allocated to the

partners' capital accounts so that the economic burden of the inconle tax consequences of partnership

operations is borne as though the partnership were taxed as a corporation ("special tax allocations" ). After

any special tax allocations, partnership inconle is allocated to the Series A Capital and Series B Capital, in

order of priority, at rates of 13.00% and 13.25% per annum, respectively, and finally to the Residual Capital.

Partnership losses generally are allocated first to eliminate prior allocations of partnership income to, and then
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to reduce the Undistributed Contributed Capital of, the Residual Capital, Series B Capital and Series A

Capital, in that order, and then to reduce any special tax allocations. To the extent partnership income is
insufficient to satisfy all special allocations in a particular accounting period, the right to receive additional

partnership income necessary to provide for the various priority capital rates of return is carried forward until

satisfied out of future partnership income, including any partnership income that may result from any

liquidation, sale or dissolution of TWE.

TWE reported a net loss of $21.219 billion and $1.032 billion for the years ended December 31, 2002 and

2001, r»spectively, and net income of $229 million t'or the year ended December 31, 2000. In 2002, tht's loss
included a $21.763 biflion non-cash charge related to the cumulative eflect of an accounting change and a
$2.355 billion impairment charge for goodwill, each of which was allocated from AOL Time 'iVarner. In
addition, in 2002 there was a $1.182 billion gain attributed to the minority partners of TWE in connection with

the restructuring of the TWE-Advance/Newhouse Partnership ("T5VE-A/N"). In 2000, this income
included a $524 million non-cash charge related to the cumulative effect of an accounting charge. Because of
the priority rights over allocations of income/loss and distributions of TWE held by the General Partners,
$779 million of TWE's pretax loss for 2002 was allocated to the General Partners ($427 mifliou to WCI and

$352 million to ATC). For 2001, $681 million of TWE's pretax loss was allocated to the General Partners
($404 million to 'iVCI and $277 million to ATC). For 2000, all of TWE's pretax income before cumulative
efl'ect of accounting change was allocated to the General Partners ($539 million to WCI and $371 million to

ATC).

Capital Distributions

The assets and cash flows of TWE are restricted by the TWF. partnership and credit agreements and are
unavailable for use by the partners except through the payment of certain fees, reimbursements, cash
distributions and loans, which are subject to limitations. Under AOL Time Warner's two senior unsecured

long-term revoffiing bank credit agreements, TWE is permitted to incur additional indebtedness to make loans,
advances, distributions and other cash payments to AOL Time Warner, subject to its individual compliance
v, ith the leverage ratio covenant contained therein.

At December 31, 2002 and 2001, the General Partners had recorded $8 million and $446 million,

respectively, of stock option related distributions due from TVv'E, based on closing prices of AOL Time
Warner common stock of $13.10 and $32.10, respectively. The Genenal Partners are paid when the options are
exercised. The General Partners also receive tax-related distributions from TIVE on a current basis. During

2002, the General Partners received distributions from TWE in the amount of $497 million, consisting of
$473 million of tax-related distributions and $24 million of stock option-related distributions. During 2001, the

General Partners received distributions from T'iVE in the amount of $317 million, consisting of $53 million of
tax-related distributions anrl $264 nflttion of stock option-related distributions, During 2000, the General
Partners received distributions from TWE in th» amount of $1.003 billion, consisting of $765 miflion of tax-
related distributions and $238 million of stock option-related distributions. Of such aggregate distributions,
5VCI received $294 million in 2002, $188 million in 2001 and $594 million in 2000, and ATC received
$203 million in 2002, $129 n:illion in 2001 and $409 million in 2000. In addition to the tax, stock option and

General Partners' senior priority capital distributions, TIVE may make other capital distributions to its
partners that are also subject to certain limitations contained in the TWE partnership and credit agreements.
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Summarized Financial Information of TiVK

Set forth below is summarized financial information of TWE.

Operating Statement Infornmtion

Revenues

Operating income (loss)
Interest expense, net. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Other expense, net

Minority interest income (cxpense) . . . . . . . . . . . . . . . . . . . . . . .
Income (loss) before income taxes, discontinued operations

and cumulative effect of' an accounting change. . . . . . . . . . . .
Income (loss) before discontinued operations and cumulative

effect of an accounting change . . . . . . . . . . . . . . . . . . . . . . . . .
Income (loss) before cumulative effect of an accounting

change .

Net income (loss)

Years Ended December 31,
2002 200I. 2000

(millions)

$16,425 $14,342 $13,178

308 (31) 1,722

(401) (530) (612)
(357) (346) (228)
(28) 36 82

(478) (871) 964

(635) (998) 807

544 (1,032} 753

(21,21 9) (1,032) 229

Years Ended December 31,

Cash Flow Information

Cash provided by operations

Investments and acquisitions

Investiiients in available-for-sale securities

Capital expenditures from continuing operations. . . . . . . . . .
Investment proceeds

Borrowings .
Debt repayments .
Capital and other distributions from continuing operations .
Increase (decrease) in cash and equivalents. . . . . . . . . . ; . .

2002

$4,012

(297)

(1,689)
85

3,524

(4,113)
(527)
762

2001 2000
(niiilions)

$2,585 $2,576

(913)
'

(421)
(18}

(i 604) (I 512)
35 209

3,226 2,850

(2,541) (2,399)
(359) (1,048)

(56) (211)
December 31,

2002 2001
(niillions)

Balance Sheet Information

Cash and equivalents.

Total current assets .
Total assets .

Total current liabilities

Long-term debt . ,

Ivlirority interests .
Partners' capital .

$1,012

6,103

54 355

6,857

6,947

888

37,117

$250
4,908

85,058

6,305

8,049

2, 191

65,405
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6. TllbIE ttVARtx{ER TELECO{VI PVBLIC OFFERINGS

Time Warner Telecom, a provider of local and regional optical broadband networks and services to

business customers, vvas formed in July 1998 vvhen Time Warner, TAVE and TWE-A/N completed a

reorganization of their business telephony operations. As part of thai reorganization, TWE's and TWE-A/N's
interests in Time IVarner Telecom were distributed to their partners, Time Warner (including the General

Partners), AT&T and the Advance/Nevvhouse Partnership ("Advance/Newhouse" ), a partner in TWE-A/
N.

In May 1999, Time Warner Telecom completed an initial public offering of 20% of its common s'trek

(the "Time Warner Telecom IPO"). Time Warner Telecom issued approximately 21 million shares of
common stock at a price of $14 per share and raised net proceeds of approximately $270 million, of which

$180 million vvas paid to Time Warner and TWE in satisfaction of certain obligations. In turn, Time Warner

and TWE used those proceeds principally to reduce bank debt. In connection tvith the. Titue Warner Telecom
IPO and certain related transactions, WCI's ovvnership interest in Time Warner Telecom was diluted from

approximately 28% to approximately 22% and ATC's ownership interest in Time Warner Telecom was diluted

from approximately 19/o to approximately 159o.

In January 2001, Time Warner Telecom completed a public otfering of an additional 7.475 million shares
of its common stock at a price of $74.44, raising proceeds of approximately $556 million. As a result, WCI's
ov:nership in Time Warner Telecom was diluted from approximately 22% to approximately 20%a and ATC's
ownership in Time IVamer Telecom was diluted from approximately 15% to approximately 14%.

During 2002 and 2001, WCI recorded impairment charges of approximately $356 million and $542 mil-

lion, respectively, while ATC recorded impairment charges of approximately $244 million and $372 million,

respectively.

As of December 31, 2002, Time hVamer Telecom is owned 44%o by AOL Time Warner, including 20% by
WCI and 14% by ATC. The General Partners' interests in Time War»er Telecom are being accounted for
under the equity method of accounting.

7. OTHER INVESTtVlEtNTS

WCI's other inveslmcnts consist of:

Equity method investments.

Cost and tair-value method investments"

Total

December 31

2002 2001

{millions)

$4,199 $5,972

154 112

$4,353 $6,084

The fair value of the General partaers' cost-method and fair-value investments secre approsimateir $134 million at December 31,
2002 and St {2 million at December 31, 2001.

Investment Gains

Prior to June 2002, the Columbia Honse Company Partnerships ("Columbia House" ) was a 50-50 joint
venture between AOL Tim- Warner and Sony Corporation of America ("Sony" ). In June 2002, AOL Time
Warner and Sony each sold 85% of their respective 50'fo interest in Columbia House to Blackstone Capital
Partners lll LP ("Blackstone" ), an a/liliate f The. Blackstone Group, a private investment bank. The sale has

resulted in WCI recognizing a pretax gain of approximately $97 ntillion, which is included in other income

(expense), »et, in the accompanying consolidated statement of operations. In addition, the WCI has deferred
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an approximate $5 million gain on the sale. The deferreil gain primarily relates to the estimated fair value of
the portion of the proceeds received as a note receivable, which ivill be deferred until such time as the

realization of such note becomes more fully assured. As part of the transaction, AOL Time Warner, including,

WCI, ivi!1 continue to license music and video product to Colunibia House for a five-year period.

Investmeut 'iVrite-Doivns

The United States economy has experienced a broad decline in the public equity markets, particularly in

technology stocks, including investments held in WCI's and ATC's portfolios. Similarly, the General Partners

have experienced significant declines in the value of certain privately held investments and investments

accounted for using the equity method of accounting. As a result, the General Partners recorded non-cash

pretax charges to reduce the carrying value of certain investments that experienced other-than-temporary

declines. These charges were approximately $446 million for WCI and $244 million for ATC in 2002,
$676 million for )VCI and $372 million for ATC in 2001, anil $115 million for WCI and $0 for ATC in 2000,
and are included in other income (expense), net in the accompanying consolidated statements of operations.

The portion of the above charges relating to publicly traded securities was $433 million in 2002, $599 million

in 2001 and $0 in 2000 for WCI and $244 million in 2002, $372 million in 2001 and $0 in 2000 for ATC. The
significant components of these charges are discussed in detail below.

Columbia House lnvesrntenr Iyrf re-Down

In March 2000, the proposed merger between CDNO5V, Inc. and Columbia House was terminated. In

connection with the termination of the merger, the risk associated ivith the timely execution of certain

strategic alternatives for Columbia FIouse's operations and the tr'ansformation of Columbia House's traditional

business model to an online one increased. As a result, AOL Time Warner's management concluded that the

decline in Columbia House's business was likely to continue through the near tenn. As such, WCI recorded a
$115 million non-cash pretax charge in the first quarter of 2000 to re&luce the carrying value of its investment

in Columbia House to an estimate of its fair value. Additionally, in the fourth quarter of 2001, AOL Time
Warner's management concluded that a further decline in Columbia House's business was other-than-

temporary and as such, 5VCI recorded a $65 million non-cash pretax charge.

Time Iparner Teiecom Ifrrire-Down

As discussed in Note 6, WCI has an approximate 20% interest and ATC has an approximate 14% interest

in Time Warner Telecom. The value of both 'iVCI's and ATC's investment ivas adjusted upivard in the

Merger by approximately $992 million and $682 million, respectively, to their estimated fair values. Since that

time, Time )Varner Telecoin's share price declined significantly and at December 31, 2001, the decline had

met the 20% criteria. The General Partners also revieived qualitative factors in accordance with its investinent

policy and determined that the decline in value was not temporary; therefore impairment charges of
$542 million for WCI and $372 million for ATC were recognized in the fourth quarter of 2001 based upon the

closing value of Time IVarner Telecom common stock as of December 31, 2001.

During 2002, the fair value of the General Partners' i:ivestment in Time %Vainer Telecom continued to

decline, resulting in additional impairment charges for )VCI and ATC of $255 and $175 million in the first

quarter, respectively, $90 million and $62 tnillion in the second quarter, respectively, and $11 million and

$7 million in the third quarter, respectively, to reduce the carDidng value of the investment to fair value, which

was determined by the quarter ending values of Time Warner Te!ccom common stock. As of December 31,
2002, the carrying vahie of the General Partners' investm nt in Time )Varner Telecom had been reduced to $0
as a result of the impairtnent charges and the General Partners' share of Time Warner Tclecum's losses

pursuant to the equity method of accounting. The General Partners do not have any funding commitments

related to Time Warner Telecom.
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Equity IVlethod Investments

In addition to TAVE and its equity investees, investmcnts accounted for using the equity method and the

voting oivnership percentage held by WCI at December 31, 2002 include: Time Warner Telecom (approxi-
mately 209o and 149o oivned by 3VCI and ATC, respectively; 44% owned by AOL Time IVamer), and other

music joint ventures (betiveen 30% and 50% owned). A summary of combined financial information as

reported by the equity investees of WCI is set forth beloiv:

Years Ended Derenrber 31,
2002 2001

(rniitinns)

2000

Operating Results:

Revenues

Operating loss

Net loss

Balance Sheet:

Current assets

Total assets .

Current liabilities

Total liabilities'.

Total shareholders' equity (deficit) or partners* capital . .

688

2,278

409

1,618
660

871

3,029

2,027

3 453

(424)

674

2,006

1,130

2,799

(793)

$859 $1,934 $1,851

(265) (115) (216)
(385) (273) (380)

The above table represents the combined financial information of entities in ivhich WCI has a significant
investment accounted for using the equity method of accounting. These amounts are not the amounts reflected
on WCI's accompanying consolidated financial statements. Consistent ivith the General Partners' accounting

policy I'or investments accounted for using the equity method of accounting, as described in Note I, WCI has

included $4.199 billion and ATC has included $1.199 billion in "Other investmmits" on the. accompanying
consolidated balance sheets, representing the General Partners' investments in and amounts due to and from

the equity investees. Similarly, WCI has recorded $144 million of expense and AT C has recorded $7 rniflion

of exprnise, in other income (expense), net, in the accompanying consolidated statements of operations,
representing the General Partners' share in the pretax income (loss) of these investees.

As discussed in Note I, under the purchase method of accounting, the cost to acquire Time Warner ivas

allocated to its underlying net assets, including the General Partners* investments accounted for using the
equity method of accounting, based on their estimated fair values. As a result, IVCI's investments accounted
for using the equity method of accounting ivere adjusted upivard by approximately $4.9 billion, including

$992 million relating to its investment in Time 'iVarner Telecom and ATC's invesunents ivere adjusted
upwards by approximately $3.2 billion, including $682 million related to its investment in Time 'iVarner

Telecom.

Oivnership in Parent Company

YVCI and ATC oivn 28.9 thousand and 14.8 thousand .hares, respectively, of TW Companies common
stock. Such investments are accounted for at historical cost, less the portion (collectively estimated at 85%)
attributable to T3V Companies' oivnership of the General Partners, which is deducted from shareholders'

equity under thc caption "Reciprocal interest in TW Companies stock."The TW Companies common stock
oivned by the General Partners may only be sold pursuant to an efl'ective registration statement or in a
transaction exempt from the registration requirenients of the Securitie Act ot 1933. In addition to TrV
Companies common stock, ATC also oivns certain TW Companies debt sccuri!ics. Such debt securities,
ivhich were not significant at either December 31, 2002 or December 31, 2001, are iieid by ATC for the
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purpose of satisfying its obligations under its stock options and restricted stock awards subsequent to !he
acquisition of the ATC minority interest.

8. BORROIVING ARRANGEMENTS WITH TW COMPANIES

YVCI and ATC each has a revolving credit agreement with TW Companies, which provides for

borrowings from T'rV Companies of up to $1 billion. Each credit agreement expires on Decenlber 31, 2008.
Interest on any borrowings under each credil agreement is payable quarterly at the prime rate. Each of WCI's

and ATC's obligation to TW Companies under the credit agreement is subordinate to the General Partner

Guarantees. At December 31, 2002 and 2001, there rvere no borrowings outstanding under these credit

agreements.

9. GENERAL PARTNER GUARANTLrES

Each General Partner has guaranteed a pro rata portion of approximately $3.3 billion of TWE's debt and

accrued interest at December 31, 2002, based on the relative fair value of the net assets each General Partner

(or its predecessor) contributed to TWE. Such indebtedness is rr:course to each General Partner only to the

extent of its guarantee. The indenture pursuant to vrhich TWE's notes and debentures have been issued (the
"Indenture" ) requires the consent of a majority of such holders to effect a termination; however, the

Indenture permits the General Partners to engage in mergers and consolidations. There are no restrictions on

the ability of the General Partner guarantors to transfer assets, other than TWE assets, to parties that are not

guarantors.

The portion of TWE debt and accrued interest at December 31, 2002 that was guaranteed by each
General Partner, individually and on a consolidated basis for each General Partner and its subsidiaries, is set

forth below:

Total Guaranteed by
Earls General Partner

General Partner

WCI
ATC

Total

Anronnt

(dollars in nrillions)

59.27 $1,950
40.73 1,340

100.00 $3,290

10. INCOlVIE TAXES

Domestic and foreign pretax income (loss) are as follorvs:

Years Ended Derenrber 31,
2002 2001 2000

Domestic

Foreign .

Total .

WC( ATC VVCI ATC WCl ATC

(millions)

$(2,322) $(643) $(2,830) $(1,278) $322 $341

203 53 197 33 214 65

$ (2,119) $ (590) $ (2,633) ~$1,245) $536 $406
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Income taxes (benefits) are as set forth below:

2002
'tVCI

Years Ended December 31,
2001

ATC WCI ATC

(minions)

2000
WCI ATC

Federal

Current

Deferred

$ (47) $127 $(264) $ (95) $58 $93
(153) (78) (164) (118)

State and Local

Current

Deferred

1.2

(40)
40 (44) (16)

(20) (43) (30)
73 41

Foreign

Current'I

Deferred

Total

159 55 103 43 165 56

(11) (4) 38 4 (6) ~4)
$ (80) $120 $(374) $(212) $ 290 $ 186

lnciudex foreign witbbotding taxes xet fons lelotr.

Foreign tvithholding taxes included in the foreign tax provision are as follows:

2002

2001

2000 .

WCI ATC

(millions)

$71 $32
63 28

77 32

No U.S. income or foreign withholding taxes have been recorded by IVCI on the permanently reinvested
earnings of foreign subsidiaries aggregating approximately $822 million at December 31, 2002. If such
earnings were to be repatriated, it is expected that any additional U.S. income tax would be oifset by the
utilization of the accompanying foreign tax credits.

The difi'erences between the income tax (tax benefit) expected for WCI
in'come tax rate and the total income taxes provided are as follows:

Taxes on income at U.S. federal statutory rate . . . . . . . . . . . . . . . . . . .
Nondeductible expenses .
Foreign income taxed at different rates, net of U.S, foreign tax credits
State and local taxes, net
Other

Total

at the U.S. federal statutory

Years Ended December 31
2002 2001 2000

(millions)

$(723) $(922) $188
669 529 80
(18) 10 (17)
(18) (29) 48
10 38 ~9)

~$80) ~$374) $290

The relationship bettveen income taxes and income before income taxes for the other General Partner is

principally affected by the charge for the impairment of goodwill aml certain other financial statement
expenses that are not deductible for income tax purposes.

As a result of the application of the purchase method of accounting in 2001, certain intangible assets and

investments accounted for under the equity method of accounting were significantly adjusted uptvard to their
fair value. Since the tax basis of these assets remained unchanged as a result of the lvlerger, the General
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Partners recognized significant amounts of deferred tax liabilities, which relate to recorded nnrsic intangibles
and equity investments in 2002 and 2001, respectively.

11. STOCK OPTION PLANS

AOL Time Warner has various stock option plans under which AOL Time XVarner may grant options to
purchase AOL Time Warner common stock to employees of AOL Time Warner and 'rVCI. Such options have
been granted to employees of WCI with exercise prices equal to, or in excess of, fair market value at the date
of grant. Accordingly, in accordance with APB 25 and related interpretations, compensation cost generally has
not been recognized by AOL Time Warner, nor charged to WCI, related to such stock option plans.
Generally, the options become exercisable over a three-year vesting period and expire ten years from the date
of grant. Had compensation cost for AOL Time IVarner's stock option plans been determined based on the
fair value method set forth under FAS 123, WCI's net income (loss) would have been changed to the pro
forma amounts imiicated below:

Years Ended December 31

I,,-,
res

Net income (loss), as reported
Deduct: Total stock-based employee compensation expense

determined under fair value based method for all awards net
of related tax effects

Pro forms net inconte (loss)

2002 2001 2000

(mitttnns)

$(21,001) $(2,259) $44

(90) (33) ~41)
$ (21,091) $ (2,292) $3

For purposes of applying FAS 123, the fair value of each option grant is estimated on the date of grant
using the Black-Scholes option-pricing model with the following weighted-average assumptions (which, for
2000, rellect the impact of the announced Merger) used for grants to WCI employees in 2002, 2001 and 2000:
dividend yields of 0% for all periods; expected volatility of 52.9%, 59,3% and 46,3%v, respectively; risk-free
interest rates of 4.12%, 4.88% and 6.349e, respectively; and expected term to exercise of 47 years after vesting
for 2002 and 1.0 years after vesting for 2001 and 2000.

The weighted average fair value of an option granted to WCI employees tvas $9.40 ($5.64, net of taxes),
$25.89 ($15.53, net of taxes) and $27.50 ($16.50, net of taxes) for the years ended Decentber 31, 2002, 2001
and 2000, respectively.
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A summary of stock option activity with respect to employees of WCI is as foilotvs:

Thousands
of Shares

Tveigbted-
Average
Exercise

I'rice

Balance at December 31, 1999.
2000 Activity:

Granted

Exercised .

Cancelled/Transferal'1

Balance at December 31, 2000. .
2001 Activity:

Grantedt 1 .
Exercised .

Cancelled/Transferal'1

Balance at December 31, 2001.
2002 Activity:

Granted

Exercised .
Cancelled/Transfersl'1

Balance at December 31, 2002.

23,532 $17.79

2,847 56.22

(5,017) 9.78

156 21.67

21,518 $24.77

10,258 46.86

(1,135) 13.84

(3,874) 36.80

26,767 $36.20

7,490 $24.58

(1,341) 10.23

(1,492) 40.29

31,424 $34.35

includes as options cancelled and forfeited during the lear, as v;eg as options related to entployees nho have been transferred out of and into WCI to
and from other AOL Time Warner divisions.

In 2001, a special pounder's Grant uas issued to most individuals uho secre employees of AOL Time Wamcr during the year the I larger vas

consummated, only a portion of t hich is cspccted to be recumng in tbi future.

Exercisable .

December 32

2002 2001 2000

((bousands)

17,023 15,467 ) 9,427
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The following table summarizes information about stock options outstanding with respect to employees of
IVCI at December 31, 2002:

Range of Exercise Prices

Number
Outstanding

as of 12/31/02

Oplious Ouislaodiug

Weighted-Average
Reuiaiuiog

Contractual Life
iyeighted-Average

Exercise Prim

Options Exercisable

Number Weighted-
Exercisable Average Exercise

as of 12/31/02 Price

Under $10.. . . . . . . .
$10.00 to $15.00.
$15.01 to $20.00. . . .
$20.01 to $30.00. . . .

$30.01 to $45.00. . . ,

$45.01 to $50.00. . .

$50.01 to $60.00. . . .

$60.01 to $90.00, . . .
Total . . . . . . . . . . . . .

(ihoussuds)

0

5, 199

1,764

7,955

4,207

9,394

2,889

16

31,424

N/A

3.79
5.08

8.15

7.28

7.67

7.59

7.25

6.95 years

N/A

$12.62

$16.55

$25.89

$37.96

$48.46

$56.27

$64.00

$34.35

(ihousaods)

0

4,194

1,561

1,982

2,869

4,415

1,991
11

17,023

N/A

$12.53

$16.35

$23.65

$38.38

$47.89

$56.62

$64.00

$32.89

In connection with Time Warner's agreement to merge with America Online entered into in January
2000, afl Time IVarner stock options held by IVCI employees at that time became fully vested and exercisable,
pursuant to the terms of Time IVarner's stock option plans. In addition, on January 11, 2001, the date the
Merger was consummated, each outstanding equity security of Time Warner was converted into 1.5 units of
an equivalent equity security of AOL Time Warner. See Note I for a summary of the terms of the Merger.

12. )BENEFIT PLANS

IVCI and its subsidiaries participate in defined benef't pension plans covering substantially all domestic
employees. Pension benefits under those plans are based on formulas that reflect the employees' years of
service and compensation levels during their employment period. For th'e years ended December 31, 2002,
2001 and 2000, 'iVCI made no contributions and recognized expense of $16 million, $7 nullion and $2 million,

respectively, related to these plans.

Effective January I, 2000, substantially all of the 1VCI-sponsored defined benefit pension plans were

merged into the defined benefit pension plan sponsored by Time Warner (currently sponsored by AOL Time
Warner). The remaining WCI-sponsored plan relating to its domestic operations is not material to the
consolidated financial statements of WCI.

After the Ivlerger, participation in the defined benefit pension plan covering domestic employees was
limited to employees who previously participated in these plans. Efl'ective January 1, 2003, however, the
defined benefit plan ivas reopened to all eligi'ole employees. In addition to its domestic employees, employees
of WCI's operations in foreign countries participate to varying degrees in local pension plans, which in the
aggregate are not significant.

Certain domestic employees of WCI also participate in certain defined contribution plans of AOL Time
)Yarner, including savings plans and profit sharing plans, as to which the expense amounted to $6 million in

2002, $5 inillion in 2001 and $16 million in 2000. Contributions to the savings plans are based upon a

percentage of the employees' elected contributions.

13. DERIVATIVE FINANCIAL INSTRUMENTS

bVCI uses derivative financial instruments principally to manage the risk that changes in exchange rates
will aflect tire amount of unremitted or future royalties and license fees to be received from the sale ol' V.S.
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copyrighted products abroad. The lollowing is a summary of WCFs foreign currency risk management

strategy and the efrect of this strategy on WCI's consolidated financial statements.

Foreign Currency Risk»management

Foreign exchange contracts are used primarily by AOL Time %Vomer to hedge the risk that unremitted or

future royalties and license fees owed to WCI domestic companies for the sale or anticipated sale of
U.S. copyrighted products abroad may be adversely affected by changes in foreign currency exchange rates.
As part of its overall strategy to manage the level of exposure to the risk of foreign currency exchange rate

fluctuations, primarily exposure to changes in the value of the British pound, Japanese yen and European
currency, AOL Time Warner hedges a portion of its TWE's and WCI's combined foreign currency exposures
anticipated over the ensuing fifteen-month period (the "hedging period"). The hedging period for royalties
and license lees covers revenues expected to be recognized over the ensuing twelve-month period, however,

there is often a lag between the time that revenue is recognized and the transfer of foreign-denomina/ed

revenues back into U.S. dollars. Therefore, the hedging period covers a fifteen-month period. To hedge this

exposure-, AOL Time Warner uses foreign exchange contracts that generally have maturities of three months

to fi'teen months to provide continuing coverage throughout the hedging period. AOL Time Warner
reimburses or is reimbursed by WCI for contract gains and losses related to WCI's foreign currency exposure.
At December 31, 2002, AOL Time Warner had eiiectively hedged approximately 75% of WCI's estimated net

foreign currency exposures that principally relate to anticipated cash flows for royalties and license fees to be

renutted to the U.S. over the ensuing hedging period.

WCI records these foreign exchange contracts at fair value in its consolidated balance sheet and the
related gains or losses on these con'tracts are deferred in shareholders' equity (as a component of
comprehensive income). These deferred gains and losses are recognized in income in the period in which the

related royalties and license fees being hedged are received and recognized in income. However, to the extent
that any of these contracts are not considered to be perfectly elfective in offsetting the change in the value of
the royalties and license fees being hedged, any changes in fair v'aloe relating' to the inefiective portion of these
contracts are immediately recognized in income. Gains and losses on foreign exchange contracts generally are
included as a component of other income (expense), net, in WCI's consolidated statement of operations.

At December 31, 2Q02, AOL Time Warner had contracts for the sale of $1.588 billion and the purchase
of $1.341 billion of foreign currencies at fixed rates. Of AOL Time Warner's $247 million net sale contract
pokition, $613 million of foreign exchange sale contracts 'and $43Q million of. loreign exbhange purchase
co'ntracts related to WCI's foreign currency exposure, including net contracts for the sale of $90 million of
Japanese yen and $252 million of European currency, and net contracts for the purchase of $153 nullion of the
British pound. Jn 2001, WCI had contracts for the sale of $448 tnillion and purchase of $400 million of foreign
currencies, including net contracts for the sale of $146 million of Japanese yen, and net contracts for the
purchase of $28 million of European currency and $62 million of the British pound. WCI had deferred

approximately $2 million of net losses on foreign exchange contracts at December 31, 2002, which is all

expected to be recognized in income over the next twelve months. For the years ended December 31, 2002,
2001 and 2000, VVCI recognized $5 million in losses, $19 million in losses and $7 million in losses,
respectively, on foreign exchange contracts, which were or are expected to be largely otfset by corresponding
decreases and increases, respectively, in the dollar value of foreign currency royalty payments that have been
or are anticipated to be received in cash from the sale of U.S. copyrighted products abroad. During 2002 and

2001, WCI did not recognize any gains or losses as the result of the discontinuance of cash fiow hedges
because it was probable that the original forecasted transaction svould not occur within the specifie time

period.
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ik GEOGRAPHICAL INI ORMATION

Information as to WCI's operations in tlill'erent geographical areas is as follows:

Years Ended December 31,
2002 2001 2000

(millions)

Revenues '
United States.
United Kingdom

Germany .
Japan

France

Other international

Total .

$2,429 $2,191 $2,341

284 306 294

340 296 326

216 257 295

156 136 139

780 850 873

$4,205 $4,036 $4,268

Revenues are att:butable to countries based on location of customer.

Revenues reflect the prorisions of EITF 01-09 and E1TF01-14 that rvere adopted by WCI in 2002, which require retroacti 'e restatement of 2001 and
2000 results to reflect thc ncw accounting provisions. As a result, the nct impact of EITF 01-09 and ElTF 01-14 was to incrcasc re enues and costs by
equal amounts of Sley million for 2001 ar d tb) reduce revenues and costs by an equal amount of S120 million tn 2000.

Because a substantial portion of WCI's international revenues is derived from the sale of U.S
copyrighted products abroad, assets located outside the United States are not material.

15. COIVIMITMENTS AND CONTINGENCIES
Commitments

WCI's total rent expense amounted to $60 million in 2002, $55 million in 2001 and $59 million in 2000.
The ininimum net rental commitments of WCI under noncancellable long-term operating leases are: 2003—
$55 million; 2004 —$56 million; 2005 —$59 million; 2006 —$60 million; 2007 —$62 million and after
2007 $58 million.

Each General Partner is jointly and severally liable for all liabilities, commitments and contingencies ot'

TAVE and the Time Warner Service Partnerships, except for approximately $3.3 billion of TWE's indebted-
ness and accrued interest, which is recourse to each General Partner only to the extent of its guarantee
(Note 9).
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$109 $547

120 350

21

$229 $918

Talent contracts ' $109
55

10

$174

Net operating leases

Letters of credit and other firm commitments ll

$515Total firm coinmitments

The following table summarizes separately'!VCI's material firm commitments at December 31, 2002 and

the timing and effect that such obligations are expected to have on WCI's liquidity and cash flow in future

periods. It should be noted that there are a number of firm commitments made by 'vVCI in the normal course
of business, the folloiving table represents the more significant of those firm comrnitrnents. WCI expects to

fund these commitments with operating cash flow generated in the normal course of business.

2007 nnd
2003 2004-2006 thereafter Total

(millions)

$329

175

Amount consists primarily of artist advances. Due to the unpredictable timing ot these payments, estimates were made regarding which period the

advances would be made in.

Contingencies

IVCI is subject to various class action lawsuits as !veil as actions that have been brought by various state
attorneys general alleging coflusive and other iflegal pricing practices by the major record companies in their
capacity as distributors of compact discs. Although WCI cannot predici the ultimate autcomes, 'vVCI does
not expect that the ultimate outcomes of these cases will have a material adverse impact on WCI's financial
statements or results of operations.

In addition, on April 8, 2002, three former employees of certain subsidiaries of the Company filed Henry
Span!i et ai. v. vIOL Time Warner fnc. et ai., a purported class action, in the U.S. District Court for the
Central District of California. Plaintifl's named as defendants AOL Time Warner, TWE, WEA Corp. , WEA
Manufacturing Inc, , IVarner Bros. Records, Atlantic Recording Corporation, various pension plmis sponsored

by the companies and the administrative committees of those plans. Plaintiffs allege that defendants
miscalculated the proper amount of pension benefits owed to them and other class members as required under
the plans in violation of ERISA. The lawsuit has been transferred to the U.S. District Court for the Southern
District of New York. Due to the preliminary status of this matter. , the Company is unable to predict the
outcome of this suit.

TWE is subject lo certain litigation relating to Six Flags. On June 24, 1997, plaintifis in Six Flags Over
Georgia LLC et ai. v. Time Wartier Entertainment CompanJv, L.P. et ai., filed an amended complaint in the
Superior Court af Gwirmett County, Georgia, claiming that, inter alia, defendants, which include TWE,
violated their fiduciary duties in operaiing the Siy. Flags Over Georgia theme park. On December 18, 1998,
follaiving a trial, a jury returned a verdict ir. favor of plaintifl's. The total awarded to plaintifls was

approydmatefy $454 million in compensatory and punitive damages. The case iva- appealed lo the Georgia
Court af Appeals, which affirmed the trial caurt's judgment, and denied reconsideration. The Supreme Court
of Georgia denied certiorari on January 18, 2001. On February 28, 2001, the compensatory damages portion of
ihc award plus accrued interest was paid to plaintifls. On March I, 2001, the United States Supreme Court
granted a stay as to payment of the puni'v!ve damages part of the jury's original aivard, pending the resolution
of a petition for certiorari to be filed by TWE, which was filed on June 15, 2001. On October 1, 2001, the
United States Supreme Court granted certiorari, vacated the opinion of the Georgia Court of' Appeals and
remanded the case for further consideration as to punitive damages. On March 29, 2002, the Georgia Court of
Appeals atlirmed and reinstated its earlier decision regarding the punitive damage award. On April 18, 2002,
TWE sled a petition for certiorari to the Georgia Supreme Court seeking review of the decision af' the Georgia
Court of' appeals, which vvas denied on September 16, 2002. The Georgia Supreme Court subsequently
denied TWE's motion for reconsideration of its September 16th ruling. Plaintiffs have agreed not to pursue
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payment of the punitive damages aivard aml accrued interest until the resolution of TAVE's petition for writ of

certiorari to the United States Supreme Court, which T'iVE filed on December 23, 2002. The petition is

pending.

The costs and other effects of pending or future litigation, govenimental investigations, legal and

administrative cases and proceedings (whether civil or criminal), settlements, judgments and investigations,

claims and changes in those matters (including those matters described above), and developments or

assertions by or against IVCI relating to intellectual property rights ard intellectual property licenses, could

have a material adverse effect on WCI's business, financial condition and operating results.

16. RELATED PARTY TIIANSACTIONS

In the normal course of conducting their businesses, the General Partners have had various tnmsactions

ivith AOL Time Warner, TIV Companies and TWE units, generally on terms resulting from a negotiation

betiveen the affected units that in manageinent's vieiv results in reasonable allocations. Employees of WCI

participate in various AOL Time 5Varner medical, stock option and other benefit plans for ivhich WCI is

charged its allocable share of plan expenses, including administrative costs. ATC does not have a significant

number of employees. AOL Time Warner's corporate group provides various other services to WCI. The

consolidated financial statements of the General Partners include transactions ivith AOL Time Warner

relating to domestic income taxes or tax benefits (Note 10). The lvlusic division of 'iVCI provides home

videocassette distribution services to certain TWE operations.

TIV Companies had a credit agreement with TWE allowing it to borrow up to $400 million from TWE

through September 15, 2000.

IVCI earned interest income at a rate of 6.7% from TW Companies on a $610 million note receivable,

which was received in December 1997 in exchange for WCI's common stock of Hasbro. During 2000, WCI's

note receivable from TW Companies, including accrued interest, was settled through a WCI non-cash

dividend in the amount of $695 million. In addition, IVCI has had transactions ivith the Columbia House

Company partnership and other music joint ventures and ivith equity investees of AOL Tinie Warner,

generally with respect to sales of product in the ordinary course of business.

17. OTHER FINANCING ARRANGKlVIKNTS

From time to time, WCI, through AOL Time Warner, enters into various other financing arrangements

ivith special purpose entities ("SPEs"). These arrangements include facilities which provide for the

accelerated receipt of cash on certain accounts receivables. IVCI employs these arrangements because they

provide a cost-efficient form of financing, including certain tax benefits, as ivell as an added level ol'

diversification of funding sources. WCI is able to realize cost efiiciencies under these arrangements since the

assets securing the financing are held by a legally separate, bankruptcy-remote SPE and provide direct

security for the funning being provided. The assets and financing associated with these arrangements, which

are discussed in mori: detail in the folloiving paragraphs, generally qualify for off-balance sheet treatment.

Accounts Receivable Seceritizntiott Facility

IVCI participates in one of AOL Time Warner's accounts receivable securitization facilities, which

provides for the accelerated receipt of approximately $450 inillion of cash, in the aggregate, on available

accounts receivables, all of which was utilized as of December 31, 2002. In connection ivith this securitization

facility, WCI sells, on a revolving and nonrecourse basis, certain of its accounts receivables ("Pooled

Receivables" ) to a qualifying SPE, ivhich in turn sells a percentage oivnership interest in the Pooled

Receivables to third-party commercial paper conduits sponsored by financial institutions. These securitization

trmisactions are accounted for as a sale in accordance FAS 140, because WCI relinquished control of the
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receivables. Accordingly, accounts receivable sold under these iacilities are excluded from receivables in the

accompanying consolidated balance sheet.

As proceeds for the accounts receivable sold to the qualifying SPE, AOL Time Warner and WCI receive

cash, for which there is no obligation to repay, and an interest-bearing note receivable, ivhich is included in

receivables on the accompanying consolidated balance sheet. In addition, AOL Time Warner and WCI
service the Pooled Receivables on behalf of the qualifying SPE. Income received by AOL Time Warner and

WCI in exchange for this service is equal to the prevailing market rate for such services and has not been
material in any period. The notes receivable, ivhich have been adjusted to refiect the portion that is not

expected to be collectible, bear an interest rate that varies ivith the prevailing market interest rates. For this
reason and because the accounts receivables underlying the retained oivnership interest that are sold to the
qualifying SPE are generally short tenn in nature, the fair value of the notes receivable approximated their
carrying value at both December 31, 2002 and December 31, 2001. Ilowever, notes receivable may become
uncollectible to the extent the qualifying SPE has creclit losses and operating expenses. The notes receivable
related to the sale of Pooled Receivables to a qualifying SPE refiected on WCI's consolidated balance sheet
were $146 million at December 31, 2002 and $296 million at December 31, 2001,

In January 2003, the FASB issued FIN 46, ivhich requires variable interest entities (commonly referred
to as SPEs) to be consolidated by the primary beneficiary of the entity it' certain criteria are met. FIN 46 is
efi'ective immediately for all new variable interest entities created or acquired after January 31, 2003. For
variable interest entities created or acquired prior to February 1, 2003, the provisions of FIN 46 become
effective for the General Partners' during the third quarter of 2003. Although the General Partners have not
completed their revieiv, the General Partners anticipate that the adoption of'FIN 46 will not have a significant
impact on their consolidated financial statements.

Cash Flows

Additional financial information with respect to cash payments and receipts is as follows:

Years Ended December 3t,
2002 200i 2000

Casfi payments made for interest, nct. . . . . . ,

Cash payments (refunds) for income taxes,
net .

Tax related distributions received from TWE
Non-cash capital distributioris, nct. . . . . . . . . .

VVCt ATC

$34 $—
(189) 72
280 193

245 168

(mutions)

$10 $ $11 $—
(225) (111)

31 22

73 122

453 312
221 152

WCi ATC iVCI ATC

Non-cash financing activities in 2002 include the settlement of a WCI receivable from TW Companies
through a 'cVCI dividend of $360 million. Noncash investing activities in 2002 include the exchange of 20'yo of
WCI's interest in Word t Curb Records for noncash consideration of equal value.
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TWE GENERAL PARTNERS
NOTES TO CONSOLIDATED FINANCIAL STATEIVIENTS —(Continued)

Interest Expense, Net

Interest expense, net, consists of:

2002

Years Ended Deceraber 31,
2001 2000

Interest income

Interest expense

Total interest expense, net. .

WCI ATC

$7 $—
(66)

$(59) $—

WCI ATC

(millions)

$9 $—
(34) (1)

$(25) $(1)

WCI ATC

$8 $—
(il) (I)

$ (3) M$1)

Other Inconte (Expense), Net

Other income (expense), net, consists of:

2002

Years Ended Decenrber 31
2001 2000

Net investment losses ' . . . . . . . . . . .

Gains (losses) on equity investees . .
Securitization income (expense) . . .
Other .

Total other income (expense), net. . . . .

)VCI ATC

$(446) $(244)
144 7

(3)
(3)

$(3()8) $(237)

WCI ATC

(ntillions)

$ (676) $ (372)
(418) (196)
(12)
18

$ (1,088) $ (568)

)VCI ATC

$(108) $—
(32) 36

(43)
(5)

$(188) $36

&al Inchuies a non-cash pretax charge for WCI and ATC to reduce the carrying value of certain investments for other-than-temporary
declines in value of approximately $446 million and $244 million, respectively, For the year ended December 3I, 2002,
approximately $676 million and S372 million, respectively, for thc year ended December 31, 2001 and $108 million and So for the

year ended December 31, 2000 (Note 7).

Other Current I.iabilities

Other current liabilities of 3VCI consist of:

Accrued expenses

Accrued compensation

Accrued income taxes .
Deferred revenues

Total

Decenrber 31,
2002 2001

(miuions)

$321 $683

128 169

22

51 42

$894$522
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REPORT OI' INDEPENDENT AUDITORS

The Board of Directors of
Warner Communications Inc.
American Television and Communications Corporation

3Ve have audited the acccmpan&dng consolidated balance sheets of Warner Communications Inc.
("WCI") and American Television and Communications Corporation ("ATC"), as of December 31, 2002
and 2001, and the related consolidated statements of operations, shareholders' equity and cash flows for each
of the three years in the period ended December 31, 2002. Our audits also included the accompan&dng

financial statement schedule listed in' the index at Iteni 15 (a). These financial statements and schednle are
the responsibility of management. Our responsibility is to express an opinion on these financial statements an&!

schedule based on our audits.

We conducted our audits in accordance ivith auditing standards generafiy accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about ivhether the
financial statements are free of material misstatement, An audit includes examining, on a test basis, evidence

supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and signihcant estimates made by management, as well as evaluating, the overall

financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of WCI and ATC at December 31, 2002 and 2001, and the consolidated results

of their operations and their cash flows for each of the three years in the period ended December 31, 2002, in

conforniity ivith accounting principles generally accepted in the United States. Also, in our opinion, the
related financial statement schedule, when considered in relation to the basic financial statements taken as a
ivhole, presents fairly in all material respects the information set forth therein.

As discussed in Note I to the consolidated financial statements, in 2000 Time Warner lric, and Time
IVarner Entertainment Company, L.P. ("TWE") each changed their film accounting method, and in 2002
WCI, ATC, AOLTW Inc. and TAVE changed their method of accounting for goodivill and intangibles.

ERivST & YGVNG LLP

New York, New York
January 29, 2003



TIIVE GENERAL PARTNERS
SELECTED FINANCIAL INFORh'IATION

IIVCI Selected Historical Financial Inforinatiori

Selected historical financial information is not presented for ATC because ATC has no independent
business operations, nor does it have significant amounts of debt or other liabilities. The financial position and
results of operations of ATC are principally derived from its investments in TWE, TW Coinpanies, Turner
Broadcasting System, Inc. and Time IVarner Telecom and its revolving credit agreement with TW
Companies.

The selected historical financial information of WCI set forth beloiv has been derived from and should be
read in conjunction with the consolidated financial stateinents and other financial information of NVCI
presented elsewhere herein. Capitalized terms are as defmed and described in such consolidated financial
statements, or elsewhere herein.

The selected historical financial information for 1997 reflects the merger of two former General Partners,
Warner Cable Communications inc. , (n'IVCCIo) and Time Warner Operations Inc. (wTYVOln), into WCI
(the wWCCI Merger" and the wTWOI Merger, " respectively). The IIVCCI Merger had no effect on the
consolidated financial statements of WCI because WCCI was a consolidated subsidiary of WCI prior to the
merger and, as such, WCCI's net assets, operating results and cash flows were already included in the
consolidated financial stateinents of WCI. The TWO) Merger ivas accounted for as a merger of entities under
common control, similar to the pooling-of'-interest method of accounting for business combinations.

Selected Operating Statement Information

Years Ended December 33,
2002 2001 2000

Drtnltults)

1999 1998

Revenues'1,

Operating income (loss)

Equity in pretax income (loss) of TxtVE '
Interest income (expense), net. . . . . . . . . . . .
Other income (expense), net' . . . . . . . . . . . .
Income (loss) before cumulative effect of

accounting change and extraordinary item

Net income (loss)
(2,039)

(21,001)
(2,259) 246

(2,259) 44

1,207

1,207

$4,205 $4,036 $4,268 $4,052

(1,325) (551) 188 169

(427) (969) 539 1,724

(59) (25) (3) 73

(308) (1,088) (188) 80

$4,236

185

248

68

(22)

218

218

txt

ter

Re enues reflect Ihe pro isions of EITF OI 09 and OI-I I, hich re adopted in the first quarter of 2002. As a restrlt of applying the guidance of
EITF 01-14 and 01-09, revenues r ere racreascd by 5107 mtgion in 2001, $120 million ir 2000, $119 miaion in 1999 and $124 million in 1998.
Re enues also reflect the pro vsions of SAB 101,which t as adopted in the fourth quarter of 2000. The impact of SAB 101 st as to increase revenues
and costs by equal amounts of $135 million in 2000, 599 million in 1999 and $87 miaion in 1998.

Includes merger-related costs of approxintately 58 million in 2002, 537 million in 2001 and $18 million in 2000.

Includes an approximate $1.572 billion non cash pretax charge in 2002 representing WCI's share ol' TWE s goodrvia and otlrer intangrblc assets
impairment charge

Includes approximately 514 million in 2000, $1A02 billion in 1999 and $(53) million in 1998, relating to WCI's prop nionate share of net gains
(lossm) recognrzed by TIVE in connection with the sale or exchange of cable telewsion systems and other investment-relaled assets in 1999 and
1998, z preter clmrgc of'550 rniaion recognized in 2000 in connection with Ihe Six Flags litigation, pretax gains of $10 million rccognizcd in 2000.
$40 mrgion recognized in 1999 and 530 mtgion recoutizcd in 1998 related to the partial recognition of a dcfcrrcd g in in connection xvith the 1998
sale of Six Flxgs, a p etax gain of approximately 5215 miU in connection with the early temtination and settlement of a!ong-term, home ddeo
dist bution agreement in 199, a pretax gem o(approximatcly 597 mtaion in 1999 and 565 minion in 2000, pfincipany relating to Ihe 1999 sale of an

tercet in C nalSatcaite end a pretax noncash charge of approximately 5106 nnlbon relating to warner Bros ' etail stores.

Includes an approxrrnate 5446 mtlhon and $676 million non-cash preter cha ge in 2002 and 2001, respecti cly to reduce the c rrymg value of certain
rrue I nants that expe 'cnced other than-temporary declmcs in market value. a 5115 nnlhon no -cash preter h ge in 200" to reduce the caruso

slue of 97CI's rmestmeat m Columbte )Iousc to an estinrate of fair slue, an approximate 553 milhon pretax ain in 1999 rclatinx to the Time
ivxrner Tclecom Ipo and a 5417 milhon p ctax gam m onnectton ith the di, sal of tvcl's mterest in nasbro in 1997.
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TIVE GENERAL PARTNERS
SELECTED FINANCIAL INFORMATION —(Continued)

Selected Ilalance Sheet Inforntation

Total assets

Shareholders' equity

December 21

2002 2001 2000 1999 1998

(enillions)

$30,224 $61,823 $11,046

25,991 57,424 8,776
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TrrVK GENERAL IsARTNKRS
SCHEDULE II —VAI.UATION AND QUALIFYING ACCOUNTS OI )VCI

Years Ended December 31, 2002, 2001 and 2000

Description

2002:

Balance at
Beginning
of Period

Additions
Charged to
Costs and
Expenses Dedoclions

(raiinons)

Balance at
End of
Pniod

Reserves deducted from accounts receivable:

Allowance for doubtful accounts . . . . . . . . . .

Reserves for sales returns and aHowances. . .
Total

2001:

$106 $ 17 $ (46)" $ 77

249 520 (552)t l 217

$355 $537 $(598) $294

Reserves deducted from accounts receivable:

Allosvance for doubtful accounts . . . . . . . . .
Reserves for sales returns and allowances . .

Total

2000:

$50
217

$267

$60 $ (4)'l $i06
596 (564) 249

$656 $(568) $355

Reserves detlucted from accounts receivable:

Allosvance for tloubtful accounts . . . . . . . . .

Reserves for sales returns and allowances . .
Total

$68 $ — $ (18)'"l $50
222 550 (555)t l 217

$290 $550 $(573) $267

I t Represents nncollectiblc receivables charged against the reser e.

Represents retnms or allonances applied against Ihe resene.
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Krbibtt
Number

2.0

3.1

3.2

3.3(i)
and

(ii)
3.3(iii)

3.3 (iv)

3.3(v)

3.3(vi)

3.3 (vii)

3.3(viii)

3.3(ix)

LXHIBIT INDEX

Description

Restructuring Agreement dated as of August 20, 2002 by and among Time Warner
Entertainment Company, L.P. ("TWE"), AT&T Corp. ("AT&T"), MediaOne of
Colorada, Inc. ("lvlediaOne"), MediaOne TWE Holdings, Inc. ("Holdings" ), Com-
cast Corporation, AT&T Comcast Corporation, AOL Time 3Varner Inc.
("AOLTIV"), TWI Cable Inc., IVarner Communications Inc. ("WCI"), and Ameri-
can Television and Communications Corporation ("ATC") (the "Restructuring
Agreement" ) (File No. 1-15062) (incorporated herein by reference to Exhibit 99.1 to
tfie AOLTIV Current Report on Form 8-K dated August 21, 2002).
Agreement of Limitetl Partnership, dated as of October 29, 1991, as amended by the
Letter Agreement, dated Febntary 11, 1992, and the Letter Agreenient dated June 23,
1992, among Tinie 'tVarner Companies, Inc. ("TWCI") and certain of its subsidiaries,
ITOCHU Corporation ("Itochu") and Toshiba Corporation ("Toshiba") (the "TWE
Partnership Agreement, as amended") (incorporated herein by reference to Ex-
hibit (A) to I WCI's Current Report on Form 8-K dated October 29, 1991 (File
No. 1-8637) mid Exhibits 10(b) and 10(c) to TWCI's Current Report on Form 8-K
dated July 14, 1992 (File No. 1-8637) ("TIVCI's July 1992 Form 8-K")).
Amendment Agreement, dated as of September 14, 1993, among Itochu, Toshiba,
TIVCI, US WEST, Inc. and certain of their respective subsidiaries amending the
TWE Partnership Agreement, as amended (incorporated herein by reference to
Exhibit 3.2 to the TWE Annual Report on Form 10-K for the year ended Decem-
ber 31, 1993 (the "TIVE 1993 Form 10-K")).
Certificate of Incorporation and By-Laws of American Television and Communica-
tions Corporation, as amended (incorporated herein by reference to Exhibits 3.3(i)
and (ii) to the TWE 1993 Form IO-K).
Certilicate of Ownership and Merger of American Digital Communications, Inc. into
ATC as filed with the Secretary of State of the State of Delaware on May 31, 1996
(incorporated herein by reference to Fxhibit 3.3(iii) to TWE's Annual Report on
Foun 10-K for the year ended December 31, 1996 (the "TWE 1996 Form 10-K")).
Certificate of Ownership and Merger of Carolina Netrvork Corporation into ATC as
filed ivith the Secretary of State of the State of Delatvare on Ivlay 31, 1996
(incorporated herein by rel'erence to Exhibit 3.3(iv) to the TWE 1996 Form 10-K).
Certilicate of Ownership and lvlerger of A'fC Holdings H, Inc. into ATC as filed with
the Secretary of State of the State of Delaware on June 28, 1996 (incorporated herein

by rel'erence to Exhibit 3.3(v) to the TWE 1996 Form IO-K).
Certificate of Otvnership and Merger of ARP 113, Inc. into ATC as filed with the
Secretary of State of the State of Delaware on August 29, 1997 (incorporated herein

by reference to Exhibit 3.3(vi) to TWE's Annual Report on Form 10-K for the year
ended December 31, 1997 (the "TWE 1997 Form 10-K")).
Certificate of Oivnership and Ivlerger of Philadelphia Community Antenna Television
Company into ATC as filed with the Secretary of State of the State of Delaivare on
August 29, 1997 (incorporated herein by reference to Exhibit 3,3(vii) to the T3VE
1997 Form 10-K).
Certificate of Ownership and Merger of Public Cable Company into ATC as filed ivith
the Secretary of State of the State of Delaivare on August 29, 1997 (incorporated
herein by reference to Exhibit 3.3(viii) to the TWF. 1997 Form IO-K).
Certificate of Orvnership and lvlerger of ATC-PPV, Inc. into ATC as filed with the
Secretary of State of the State of Delarvare on October 7, 1998 (incotlsoratcd herein

by reference to Exhibit 3.3(ix) to TWE's Annual Report on Form 10-K far the year
ended December 31, 1998).
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Exbtbft
Number

3.4(i)
and
(ii)

4.1

4.3

4.5

4.7

10.1

10.2

Description

Amended and Restated Certificate of Incorporation, as antended, and By-Laws of
'rVCI.

Indenture, dated as of April 30, 1992, as amended by the Firkt Supplemental
Indenture, dated as of June 30, 1992, among .TWE, T'iVCI, certain of 'TWCI's
subsidiaries that are parties thereto and The Bank of New York ("BONY"), bs

Trusiee (incorporated herein by reference to Exhibits 10(g) and 10(h) 'to TWCI's
July 1992 Form 8-K).
Second Supplemental Indenture, dated as of December 9, 1992, among TWE, TWCI,
certain of TWCI's snbsidiaries that are parties thereto and BONY, as Tnistee
(incorporated herein by reference to Exhibit 4.2. to Amendment No. I to TWE's
Registration Statement on Form S-4 (Registration No. 33-67688): filed with the
Commission on October 25, 1993 (the, "TWE 1993 Form S-4")).
Third Supplemental Indenture, dated as of October 12, 1993, among TWE, TIVCI,
certain of TWCI's subsidiaries that are parties theretd and BONY, as Trustee
(incorporated herein by reference to Exhibit 4.3 to tlie TIVE 1993 Form S-4).
Fourth Supplemental Indenture, dated as of March 29, 1994, among TWE, TWCI,
certain of TWCI's subsidiaries that are parties thereto and BONY, as Trusiee
(incorporated herein by reference to Exhibit 4.4 to the TWE 1993 Foun 10-K).
Fifth Supplemental Indenture, dated as of December 28, 1994, among TWE, TIVCI,
certain of TWCI's subsidiaries that are parties thereto and BONY, as Trustee
(incorporated herein by reference to Exhibit 4.5 to TWE's Annual Report on
Form 10-K for the year ended December 31, 1994).
Sixth Supplemental Indenture, dated as of September 29, 1997, among TWE, TWCI,
certain of TWCI's subsidiaries that are parties thereto and BONY, as Trustee
(incorporated herein by reference to Exhibit 4.7 to Time IVarner Inc. 's ("Time
Warner" ) Annual Report on Form 10-K for the year ended December 31, 1997 (File
No. 1-12259) (the "Time Warder 1997 Form 10-K")).
Seventh Supplemental Indenture dated as of December 29, 1997, among TWE,
TWCI, certain of TWCI's subsidiaries that are parties thereto and BONY, as Trustee
(incorporated herein by reference to Exhibit 4.8 to the Time Warner 1997
Form 10-K) .
$6 Billion Five-Year Revolving Credit Agreement, dated as of July 8, 2002, among
AOLTW, T'iVE, Time IVamer Entertainment-Advance/Newhouse Partnership
( TWE-A/N Partnership" ), AOL Time IVarner Finance Ireland, as Borroivers, the
Lenders party thereto from time to tiine, JPMorgan Chase Bank ("JPMorgan Chase
Bank"), as Administrative Agent, Bank of America, N.A. and Citibank, N.A. , as Co-
Syndication Agents, and ABN AMRO Bank N.V. and BNP Paribas, as Co-Docu-
mentation Agents, with associated Guarantees (incorporated herein by reference to
Exhibit 99.1 to the AOLTrrV Current Report on Form 8-K dated July 8, 2002 (File
No. 1-15062) (the "AOLTW July 2002 Form 8-K")).
$4 Billion 364-Day Revolving Credit Agreement, dated as of July 8, 2002, among
AOLTW, TIVE, TWE-A/N Partnership, AOL Time tVarner Finance Ireland, as
Borrowers, the Lenders party thereto from time to time, JPMorgan Chase Bank, as
Administrative Agent, Bank of America, N.A. and Citibank, N.A. as Co-Syndication
Agents, and ABN AMRO Bank N.V. and BNP Paribas, as Co-Documentation
Agents, with associated Guarantees (incorporated herein by reference to Exhibit 99.2
to the AOLTW July 2002 Foun 8-K).
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Extnbtt
Number

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

Description

Contribution Agreement, dated as of Septetnber 9, 1994, among TWE, Advance

Publications, Inc. , ("Advance Publications" ), Newhouse Broadcasling Corporation

("Nervhouse Broadcasting" ), Advance/Newhouse Partnership ("Advance/New-

house") and TtVE-A/N Partnership (incorporated herein by reference to Ex-
hibit 10(a) to TWE's Currettt Report on Form 8-K dated September 9, 1994).

Amended and Restated Partnership Agreement of TWE-A/N Partnership entered

into as of February I, 2001 by and between TAVE, Advance/Newhouse and Paragon

Communications ("Paragon" ) (incorporated herein by reference to Exhibit 10.46 to

AOL Time Warner Inc s Transition Report on Form 10-K for the year ended

December 31, 2000 (File No. 1-15062) (the "AOLT3V 2000 Form 10-K")).
First Amendment to the Amended and Restated Partnership Agreement of"TWE-A/

N Partnership dated as of March 1, 2001 among TVVE, Advance/Netvhouse and

Paragon (incorporated herein by reference to Exhibit 10.47 to the AOLTVV 2000
Form 10-K).
Seconded Amended and Restated Partnership Agreement, dated as ol' August 1, 2002,

by and among TVVE-A/N Partnership, TWE, Paragon and Advance/Newhouse

(incorporated herein by reference to Exhibit 10.52 to the AOL Time Warner Inc.
Quarterly Report on Form 10-Q for the quarter ended June 30, 2002 (File
No. 1-15062) (the "AOLTW June 2002 Itorm 10-Q")).
Third Amended and Restated Partnership Agreement of TVVE-A/N Partnership

dated a's of December 31, 2002 among TWE, Paragon and Advance/Netvhouse

(incorporated herein by reference to Exhibit 99.1 to the AOLT)V Current Report on

Form 8-K dated December 31, 2002 (File No. 1-15062) (the "AOLTW December
2002 Form 8-K"))..
Amended and Restated Transaction Agreement, dated as of October 27, 1997 among
Advance Publications, Newhouse Broadcasting, Advance/Newhouse, TW Holdirig

Co. and TVVE-A/N Partnership (incorporated herein by reference to Exhibit 99(c) to
Time Warner's Current Report on Form 8-K dated October 27, 1997 (File
No. 1-'12259)).
Transaction Agreement No. 2 dated as of June 23, 1998 among Advance Publications,
Netvhouse Broadcasting, Advance/Netvhouse, TIVE, Paragon and TWE-AN Partner-

ship (incorporated herein by reference to Exhibit 10.38 to Time VVarner's Annual

Report on 1998 Form 10-K (File No. 1-12259) (the "Time Warner 1998
Form 10-K")) .
Transaction Agreer. ".ent No. 3 dated as of September 15, 1998 among Advance

Publications, Newhouse Broadcasting, Advance/Netvhouse, TIVE, Paragon and

TWE-AN Partnership (incorporated herein by reference to Exhibit 10.39 to the Time
Warner 1998 Form 10-K).
Amended and Restated Transaction No. 4 Agreement dated as of February 1, 2001

among Advance Publications, Newhouse Broadcasting, Advance/Newhouse, TWE,
Paragon and TVVE-AN Partnership (incorporated herein by reference to Exhibit 10.52
to the AOLTIV 2000 Form 10-K).
Master Transaction Agreement, dated as of August 1, 2002, by and among TWE-A/N
Partnership, TIVE, Paragon and Advance/Newhouse (incorporated herein by refer-
ence to Exhibit 10.1 to the AOLTbV June 2002 Form IG-Q).
Consent and Agreetnent dated as of December 31, 2002 among TWE-A/N, TWE,
Paragon, Advance/Newhouse, TWEAN Subsidiary LLC ("TWEAN Subsidiary" )
and JPlvlorgan Chase Bank (incorporated herein by reference to Exhibit 99.2 to the
AOLTIV December 2002 Fortn 8-K).
Pledge Agreement dated as of December 31, 2002 among TIVE-A/N, A&ivance/

Newhouse, TWEAN Subsidiary and JPMorgan Chase Bank (incorporated herein by
reference to Exhibit 99.3 to the AOLTW December 2002 Form 8-K).
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Exhibit
Nuarber

101

I 0.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

I 0.24

10.25

10.26

10.27

10.28

10.29

10.30

Descripttaa

Agreement Containing Consent Orders, including the Decision and Order, between
AOLTIV and the Federal Trade Conuuission signed December 13, 2000 (incorporatet!
herein by reference to Exhibit 99.2 to the AOL Time 'rVarner Current Report on
Form 8-K dated January 11, 2001 (File No. 1-15062) (the "AOLTW January 2001
Form 8-K")).
Public Notice issued by the Federal Communications Commission dated January 11,
2001 (incorporated herein by reference to Exhibit 99 4 to the AOLT5V January 2001
Form 8-K).
Form of Restated Certificate of Incornoration of' I loldings, related to the Restructuring
Agreement (incorporated herein by reference to Fxhibit 10.3 to the AOLTIV
Quarterly Report on Form 10-Q for the quarter ended September 30, 2002 (File
No. 1-15062) (the "AOLTW September 2002 Form 10-Q")).
Form of Amended anil Restated Agreement of Limited Partnership of TIVE, by and

among Time Warner Cable Inc. ("TWC"), MediaOne, ATC, AT&T and AOLT'rV.
related to the Restructuring Agreement (incorporated herein by reference to Ex-
hibit 10.4 to the AOLTW September 2002 Form IO-Q).
Form of By-laws of. TWC, related to the Restructuring Agreement (incorporated
herein by reference to Exhibit 10.5 to the AOLT5V September 2002 Form IO-Q).
Form of Registration Rights Agreement by and betraeen AOLTW aml TXVC, related
to the Restructuring Agreement (incorporated herein by reference to Fxhibit 10.6 to
the AOLThV September 2002 Form IO-Q).
Form of Registration Rights Agreement by and among MediaOne, AOLTW and
T"rVC, related to the Restructuring Agreement (incorporated herein by reference to
Exhibit 10.7 to the AOLTW September 2002 Form IO-Q).
Form-of Parent Agreement among TWC, AOLT'rV and AT&T, related to the
Restructuring Agreement (incorporated herein by reference to Exhibit 10.8 to the
AOLTW September 2002 Form 10-Q).
Form of Partnership Interest Sale Agreement among T5VC, AOLT3V, AT&T and
IvlediaOne, related to the Restructuring Agreement (incorporated herein by reference
to Exhibit 10.9 to the AOLTW September 2002 Fornt 10-Q).
Form of Reimbursement Agreement by and among TWC, AOLTW, WCI, ATC and
TIVE, related to the Restructuring Agreement (incorporated herein by reference to
Exhibit 10.10 to the AOLTW September 2002 Form 10-Q).
Form of Brand License Agreement by and between WCI and TrVC, related to the
Restructuring Agreement (incorporated herein by reference to Exhibit 10.11 to the
AOLTW September 2002 Form IO-Q),
Form of Tax Matters Agreement among AOLTIV and TWC, related to the Restruc-
turing Agreement (incorporated herein by reference to Exhibit 10.12 to the AOLTW
September 2002 Form 10-Q).
Form of Brand and Trade Name License Agreement by and among Time IVarner and
TWC, related to the Restructuring Agreement (incorporated herein by reference to
Exhibit 10.13 to the AOLT3V September 2002 Form IO-Q).
Registration Rights Agreement dated as of August 20, 2002 by and between
MediaOne and AOLT3V, related to the Restructuring Agreement (incorporated
herein by reference to Exhibit 10.14 to the AOLTW September 2002 Fornt 10-Q).
Distribution Agreement dated as of August 20, 2002 by and among T'rVE, rVCI and
AOLTW, related to the Restructuring Agreentent (incorporated herein by reference
to Exhibit 10.15 to the AOLTW September 2002 Forni 10-Q).
Intellectual Property Agreement dated as of August 20, 2002 by and between TWE
and 'rVCI, related to the Restructuring Agreement (incorporated herein by reference
to Exhibit 10.16 to the AOLTW September 2002 Form IO-Q).
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inhibit
Number

10.31

10.32

10.33

21

23.1

99.1

99.2

Description

Contribution Agreement dated as of August 20, 2002 by and among Holdings, WCI
and the AOLT)V, related to the Restructuring Agreement (incorporated herein by
reference to Exhibit 10.17 to the AOLTW September 2002 Form IO-Q).
Iritellectual Property Agreement dated as of August 20, 2002 by and between Holdings
and WCI, related to the Restructuring Agreement (incorporated herein by reference
to Exhibit 10.18 to the AOLTW September 2002 Form IO-Q).
Demand Promissory Note dated August 19, 2002 issued by Holdings to MediaOne in
the original principal amount of $2.1 billion, related to the Restructuring Agreement
(incorporated herein by reference io Exhibit 10.19 to the AOLTW September 2002
Form 10-Q).
Subsidiaries of T'rVE and the AOL Time Warner General Partners.

Consent of Frnst Ec Young LLP, Independent Auditors.

Certification of Principal Executive Officer and Principal Financial Officer of the
Registrant pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, with respect to
the TWE Anmral Rcport on Form 10-K for the year ended December 31, 2002.

Certification of Principal Executive Officer and Principal Financial Officer of each of
the general partners of T'rVE pursuant to Section 906 of the Sarbanes-Oxfey Act of
2002, ivith respect to the TWE Annual Report on Form 10-K for the year ended
December 31, 2002.
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* Incorporated by reference.

The Registrants hereby agree to furnish to the Securities and Exchange Commission at its request copies
of long term debt instruments defining the rights of holders of the Registrants' outstanding long term debt that
are not required to be filed herewith.
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290 llorlsor Deice

Srorrilord. CT 00902
Tel 203-33I-2033
Fos 203-328.4030
zerold. compheilewcohloceol

Oerehl D. Cerssphea

Seoitr Vice Fresideoh Voice

TlME WARNER
GABLE

December 16, 2003

Public Service Commission of South Carolina
Selude Building
101 Executive Center Dr., Suite 100
Cohunbia, SC 29210

RE: South Carolina Utilities Commission; Application of
ThneWarner Cable Information Services (South Carolina),
LLC for a Certificate of Public Convenience and Necessity to
Provide Interexchange aud Local Services and for Alternative
Regulation

To whom it may concern:

Please let this letter serve as formal acknowledgment of Time %amer
Entertainment Company, L,P. 's commitment to provide necessary financial support to the
operations of its subsidiary, Time Warner information Services (South Carolina), LLC, as
it conducts its local and long distance telephone business in South Carolina.

Gerald D. Campbell
Senior Vice President

scs r 0 orrrolooleol Cooerosls LP
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Time Warner Cable Information
Services (South Carolina), LLC

Time Warner Inc.

82.1%

Time Warner Cable Inc.

94.3%

1.9 Time Warner Entertainment Company, L.P.

9%
64.8%

Time Warner Entertainment-
Advance/Newhouse Partnership

91%

Time Warner Cable Information Services (South Carolina), LLC

CM)ocuments and SettingstbonnietLocal SettingstTemporary Internet FilestOLK63rvotce-TIVCIS(SC). doc
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TECHNICAL AND MANAGERIAL ABILITY

The Applicant will rely on the individuals identified in the following bios for
technical and managerial support in providing services in South Carolina as described in
this application. Through arrangements with its affiliate Time Warner Cable, TWCIS
will have sufficient managerial and technical capability to ensure that TWCIS can
provide the services for which it seeks certification. The management teams at Time
Warner Cable, based in Stamford, Connecticut and Columbia, South Carolina, include
individuals with extensive experience in successfully developing and operating
communications businesses, including local telephone businesses. Moreover, Time
Warner Cable possesses the internal managerial resources to support its South Carolina
operations. Certain persons that are part of the management teams at Time Warner Cable
will also be officers of TWCIS. Their expertise in telecommunications makes the Time
Warner Cable management team well-qualified to constmct and operate facilities on
behalf of TWCIS. In addition, the officers and management of Time Warner Cable also
have the technical expertise, developed through designing, constructing, and operating
telecommunications networks, to provide the proposed services. Specific technical
experience of officers and management of TWCIS can be found below. Further
information concerning Directors and Officers of Time Warner Entertainment, L.P., a
parent of both Time Warner Cable and the Applicant, can be found beginning at page 35
of the attached 10K.

BIOGRAPHICAL SKETCHES OF TIME WARNER CABLE INFORMATION
SERVICES (SOUTH CAROLINA), LLC MANAGEMENT

Carl jt ossetti Preside»t

Carl Rossetti is President of TWCIS (South Carolina) and Executive Vice Pre's'ident of!
Time Warner Cable, a position he has held since 1998. Mr. Rossetti joined Time Warner
Cable in 1976 and has held numerous management positions, including Division
President of Time Warner Cable's Portland, Maine Division and interim CEO ofRoad:
Runner, the high-speed online service delivered through cable modems and over the
cable television infrasttucture. In this position, Mr. Rossetti was responsible for overall
strategic planning to grow the business and maintain Road Runner's commitment to

' '

providing premier high-speed access service. Mr. Rossetti has also served as Time
Warner Cable's Senior Vice President of Coiporate Development, where he managed and

oversaw all of the company's international investments, negotiated non-cable and vendor
agreements including acquisitions, mergers and disposition of assets. Additionally, Mr.
Rossetti served as Interim CEO of Time Warner Telecom, where he helped initiate Time
Wanter Cable's efforts to branch into the competitive local exchange business.



IVa neD. Kni hton President Time Warner Cable—Sontli Carolina

Wayne D. Knighton is currently President of the Columbia, South Carolina division of
Time Warner Cable, an operation seiving more than 330,000 customers, and has more

than twenty years in the communications industry. Mr. Knighton has been President of
Time Wanter Cable's South Carolina operations since 1999, and prior to his current

position was President of Time Warner Cable's Minnesota operations. Prior to joining

Time Warner Cable, Mr. Knighton held senior management positions with Cox Cable

Communications, in addition to various engineering positions with Georgia Power

Company. Mr. Knighton holds a Bachelor of Electrical Engineering from the Georgia

Institute of Teclmology and a Master of Business Administration from Georgia State

University.

Gerald D. Cant hell Senior Vice President

Gerald Campbell is currently Time Warner Cable's Senior Vice President, Voice,
responsible for developing the company's IP voice business. Mr. Campbell brings to

Time Warner nearly 30 years of experience in the cable and telephone industries. Mr.

Campbell spent nearly ten years with Comcast Communications in senior management

roles and developed and built the company's voice business in the United Kingdom.

Prior to joining Comcast, Mr. Campbell held executive positions with Cablevision of
Boston and Warner Communications.

Gail Allantan Vice President-Tan

Gail Allaman is a CPA licensed in Colorado and Illinois who has worked in accounting

positions for almost 30 years, the most recent 16 of which have been in the

communications field. Mr. Allaman has been with Time Warner Cable (and its

predecessor companies) since 1985 and currently serves as Vice President for Tax. Prior

to joining Time Warner Cable, Mr. Allaman served as a name partner in his own

accounting firm (1983-1985), as Treasurer and Controller of Corrida Oils (1981-1983),
and as a Principal in the Tax Department of Arthur Young (1972-1981). Mr. Allaman

holds a B.S. and an M.A.S. in accounting fi'om the University of Illinois.

Liliane Zreik Vice President —En ineerin

Liliane Zreik started her career with NYNEX Corp (now Verizon), where she became

responsible for developing and introducing new telephone services leveraging advanced

technologies such as automatic speech recognition and intelligent networking. She was a

key member of the team responsible for implementing LNP and 3' party access for

NYNEX. Ms. Zreik initiated and drove the solutions marketing effort for Sonus

Networks, a softswitch vendor, and was a key executive for BB2W, a startup company

that deployed 802.11-based wireless high speed access. Ms. Zreik also led



implementations of new technologies in call centers. In addition to her extensive
technical experience, Ms. Zreik was a high yield bond analyst covering cable and

technology for an investment finn. Ms. Zreik holds an MBA from Harvard University, a
Master in Electrical Engineering fi'om Cornell University, and a BSEEfiom Syracuse
University.

Jttlie Patterson Secretar

Julie Patterson is Senior Counsel of Time Warner Cable in Stamford, Connecticut. After
practicing communications law in private practice, Ms. Patterson served as an Attorney
Advisor in the Common Carrier Bureau of the Federal Communications Commission,
where she worked on issues relating to local telephone competition, the deployment of
broadband services, Bell Operating Company section 271 applications, and
communications and media mergers. Ms. Patterson has a B.A. degree from the
University of Pennsylvania and a J.D. degree fiom the College ofWilliam and Mary.
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PROPOSED SERVICE OFFERING

The Applicant intends to provide facilities-based local and interexchange Internet

protocol ("IP")voice service targeted to the residential market. Initially, the service will

be offered only to customers who subscribe to Time Warner Cable's high-speed cable
modem data service, Applicant's customers will be able to call and be called by any
other IP voice service subscriber of Applicant. IP voice service subscribers will also

have access to the public switched telephone network ("PSTN") and thus will be able to
call and be called by all other parties connected to the PSTN. The service will be offered
on a flat-rate basis and will allow standard local and long distance calling in addition to
operator services; directory assistance; Enhanced 911 services; outbound 800 toll free

calling; directory listing; and local number portability.

A llcaut's re ulator disclaimer. In recognition of the currently unsettled

nature of the issues surrounding the appropriate regulatory treatment of IP-based voice
services such as proposed by the Applicant, nothing in this submission should be
construed as a concession or agreement by TWCIS that the services at issue in this

Application constitute telecommunications services, local exchange services, common

carrier offerings, or services that are othetwise subject to federal or state regulation, nor

that the entity or entities providing them constitute telecommunications carriers,
telecommunications providers, local exchange carrier, interexchange carriers, common

carriers, or other regulated entities.



Time Warner Cable Information Services (South Carolina), LLC
d/b/a Time Warner Cable of South Carolina

Page 1

Original

TITLE SHEET

SOUTH CAROLINA TARIFF NO. 1

APPLICABLE TO

PACKAGED LOCAL AND INTEREXCHANGE

IP VOICE SERVICES OF

TIME WARNER CABLE INFORMATION SERVICES (SOUTH CAROLINA),
LLC

This taiiff contains the descriptions, regulations, and rates applicable to the furnishing

of services and facilities for Internet Protocol voice services provided by Time Winner

Cable Information Services (South Carolina), LLC with principal offices at 290 Harbor

Drive, Stamford, CT 06902. This tariff applies for services funushed within the State
of South Carolina. This tariff is on file with the Public Service Commission of South

Carolina and copies may be inspected, during normal business hours, at the Company's

principal place ofbusiness.

Issued:
Issued By: Julie Patterson

Time Warner Cable information Services (South Carolina) LLC
290 Harbor Drive

Stamford, Connecticut 06902
(203) 328-0671

Julie. Pattersongr twcable. corn

Effective:
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CHECK SHEET

The sheets listed below, which are inclusive of this tariff, are effective as of the date
shown at the bottom of the respective sheet(s). Original and revised sheets as named

below comprise all changes from the original tariff and are currently in effect as of the
date on the bottom of this page.
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Original
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Otiginal
Original

Original

Original
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SYMBOLS SHEET

The following symbols shall be used in this tariff for the purpose indicated below:

C — To Signify a Change in Rate Schedule or Term or Condition

D — To Signify a Discontinued Rate or Tenn or Condition

I — To Signify an Increased Rate

M — To Signify Text Moved from Mother Tariff Location; But No Change
in Rate or Term or Condition

N — To Signify a New Rate or Term or Condition

R — To Signify a Reduced Rate

T — To Sigmfy a Change in Text or Regulation; But No Change in Rate or
Term or Condition

Check Sheets —When a tariff filing is made with the Commission, an update check
sheet accompanies the tariff filing.

Sheet Numbering and Revision I.evels —Sheet numbers appear in the upper right
comer of the page. Sheets are numbered sequentially. However, new sheets are
occasionally added to the tariff. When a new sheet is added between sheets already in

effect, a decimal is added. For example, a new sheet added between existing sheets 14
and 15 would be 14.1. Revision levels also appear in the upper right corner of each
page. These levels are used to determine the most current sheet version on file with the
Commission. For example, the 4th Revised Sheet 14 cancels the 3rd revised Sheet 14.

tssuea tiy: June Patterson
Time Warner Cable Information Services (South Carolina) LLC

290 Harbor Drive
Stamford, Connecticut 06902

(203) 328-0671
Iulie. Pat tersongctwcable.

corn
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TARIFF FORMAT

Sheet Numbering —Sheet numbers appear in the upper sight comer of the page.
Sheets are numbered sequentially. However, new sheets are occasionally added to
the tariff. When a new sheet is added between sheets already in effect, a decimal is
added. For example, a new sheet added between sheets 14 and 15 would be 14.1.

Sheet Revision Numbers —Revision numbers also appear in the upper right comer
of each page. These numbers are used to determine the most current sheet version
on file with the Commission. For example, the 4th revised Sheet 14 cancels the 3rd
revised Sheet 14. Because of various suspension periods, deferrals, etc. that the
Commission follows in their tariff approval process, the most current sheet number
on file with the Commission is not always the tariff page in effect. Consult the
Check Sheet for the sheet currently in effect.

C. Paragraph Numbering Sequence —There are nine levels of paragraph coding.
Each level of coding is subservient to its next higher level:

2.
2.1.
2.1.1.
2.1.1.A.
2.1.1.A.1.
2.1.1.A.1.(a).
2.1.1.A. I.(a).I.
2.1.1.A.1.(a).I.(i).
2.1,1.A. 1.(a).I.(i).(1).

Check Sheets —When a tariff filing is made with the Commission, an updated
check sheet accompanies the tariff filing. The check sheet lists the sheets contained
in the tariff, with a cross reference to the current revision number. When new pages
are added, the check sheet is changed to reflect the revision. All revisions made in
a given filing are designated by the symbols given on the symbols sheet. There will
be no other symbols used on this page if these are the only changes made to it (i.e.,
the format, etc. remains the same, just revised revision levels on some pages). The
tariff user should refer to the latest check sheet to find out if a particular sheet is the
most current on file with the Commission.

issueu By: Juiie i'aiterson
Time Wainer Cable Information Services (South Carolina) LLC

290 Harbor Drive
Stamford, Connecticut 06902

(203) 328-0671
Julie. Patterson@twcabie. corn
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NOTICE CONCERNING ALL TERMS AND CONDITIONS AND RATES

The Public Service Commission of South Carolina ("Commission" or "SCPSC")
requires that each telephone company's Terms and Conditions comply with and not
conflict with regulations and requirements of South Carolina Statutes, S.C. Code
Sections 58-9-10 er st. and the regulations found in South Carolina Code Binder 26,
Chapter 103, Article 6. Any provision in these Terms and Conditions or rate schedules
that conflicts with a South Carolina statute or SCPSC rule is inapplicable and will not
be enforceable. The following regulations apply to telephone utilities and contain
provisions that affect matters that commonly appear in telephone utility Terms and
Conditions:

Subarticle 1 —General

Subarticle 2 Records and Reports including Complaints, Accidents,
Interruption of Service, and Service Reports

Subarticle 3 Customer Relations including Standards for Customer
Deposits, Billing, Denial or Discontinuance of Service,
Directories and Termination of Service

Subarticle 4

Subarticle 5

Subarticle 6

Subarticle 7

Subarticle 8

Engineering

Inspection and Tests

Standards and Quality of Service

Safety

Telecommunication Relay Service Advisory Committee

tssuea uy: June ratterson
Time Warner Cable Information Services (South Carolina) LLC

290 Harbor Drive
Stamford, Connecticut 06902

(203) 328-0671
Julie. Patterson@twc able. corn
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NOTICE CONCERNING ALL TERMS AND CONDITIONS AND RATES

In addition, the following provisions are pait of this Company's Terms and Conditions:

I, FOR I OCAL EXCHANGE SKRUICK:

Emergency Telephone Number and Enhanced 911 Systems —911/ E911-
Surcharge. An Enhanced Universal Emergency Number Service (E911)A 911
or enhanced 911 surcharge applies per month to each residence and business
access line, including PBX trunks, Centrex access lines, semipublic coin lines,
and public access lines, in addiflon to the monthly rates for these lines specified
elsewhere in these schedules. S.C. Code Section 23-47-40 authorizes local
governments to adopt ordinances to impose the monthly 911 charges. S.C. Code
Section 23-47-50 lists the maximum 911 charges that subscribers may be billed.

2, FOR BOTH LOCAl AND INTKREXCHANGK SERVICES:

Any provisions in these Terms and Conditions that limit liability or damages do
not apply to the extent they conflict with the regulations found in South
Carolina Code Binder 26, Chapter 103, tuticle 6, 26 S.C. Regs. 103-600 et seq.

This Company agrees that it is responsible for complying with all applicable rules,
regulations, and orders of the Public Service Commission of South Carolina and with
the South Carolina Code. It understands that if it applies or enforces any provision of
these Terms and Conditions that is in conflict with a rule, regulation or order of the
SCPSC or the South Carolina Code, the rule, regulation, order or statute will govern.

issuea tiy: Juiie l ailerson
Time Warner Cable Information Services (South Carolina) LLC

290 Harbor Drive
Stamford, Connecticut 06902

{203)328-0671
tulie. Patterson@twcable. corn



Time Warner Cable Information Services (South Carolina), LLC
d/b/a Time Warner Cable of South Carolina

Page 9
Original

SERVICE OFFERING SUMMARY

The Company's IP Voice Service is offered solely to residential Customers who are
subscribers to Time Warner Cable's cable modem and/or cable television service.
Customers may subscribe for Service under one of two flat-rate plans both of winch
will provide unlimited, non-usage-sensitive, non-time-of-day-sensitive local and long
distance calling throughout the continental United States. Setvice, features and

functions will be provided where Company facilities, including, but not limited to,
billing and technical capabilities, are available.

The Company will offer IP Voice Service to Time Warner Cable's high-speed cable
modem data and cable television customers throughout the State of South Carolina in
the areas where facilities are available and where the Company has the technical
capabflity to serve.

Issued:
Issued By: Julie Patterson

Time Warner Cable Information Services (South Carolina) LLC
290 Harbor Drive

Stamford, Connecticut 06902
(203) 328-0671

Iulie. Patterson@twcable. corn

Effective:
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SECTION 1 —TECHNICAL TERMS AND ABBREVIATIONS

1.1 Ex lanation of Abbreviations and Acron ms

Commission or SCPSC —Public Service Commission of South Carolina

IXC —Interexchange Carrier

ICO —Independent Company

ICE —Independent Company Exchange

LATA —Local Access and Transport Area

LEC —Local Exchange Company

MTS —Message Telecommunication Service

NPA —Numbering Plan Area

PIC —Primary Interexchange Catrier

TDD —Telephone Device for the Deaf

TRS —Telecommunications Relay Service

Issued:
Issued By: Julie Patterson

Time Warner Cable Information Services (South Carolina) LLC
290 Harbor Drive
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SECTION 1 —TECHNICAL TERMS AND ABBREVIATIONS

1.2 Definition of Terms

Commission (SCPSC) —The Public Service Commission of South Carolina

Company —Refers to Time Warner Cable Information Services (South Carolina), LLC.

Completed —A call which the Company's network has determined has been answered

by a person, answeiing machine, fax machine, computer modem device, or other

mechanical answering device.

Customer —The person, firm, corporation, or other entity which orders Service and is

responsible for payment of charges due and compliance with the Company's tariff

regulations. This term also includes a person who was a Customer of the Company

within the past 30 days and who requests Service at the same or different location.

Customer-Provided Equipment (CPE) —Equipment provided by the Customer for use

with the Company's Services. CPE can include a station set, facsimile machine, key

system, PBX, or other communication system.

End User —Any Customer that is not a earner, except that a carrier (other than a

telephone company) shall be deemed to be an "End User" when such carrier uses the

Company's Service for administrative purposes.

IP Voice Service —The provision to the Customer of access to the Company's Internet

Protocol voice network and the public switched telephone network for the purpose of
sending and receiving calls. This access is achieved through the use of Time Warner

Cable's facilities.

Message —A completed telephone calL

Nonrecurring Charge —A one-time charge made under certain conditions to recover all

or a portion of the cost of installing facilities or providing Service.

Recurring Charge —The monthly charge to the Customer for Services, facilities and

equipment, which continue for the agreed upon duration of the Service.

Issued:
Issued By: Julie Patterson

Time Warner Cable Information Services (South Carolina) LLC
290 Harbor Drive
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SECTION 1 —TECHNICAL TERMS AND ABBREVIATIONS

1.2 Definition of Terms cont'd

Service —Any IP Voice Service(s) provided by the Company under this tariff.

Termination of Service —Discontinuance of both incoming and outgoing Service.

User —A Customer, or any other person authorized by a Customer to use Service
provided under this tariff.

Voice Line —An arrangement which connects the Customer's location with the
Company's call center, consisting of a path capable of transmitting signals within the
range of the service offering, e.g., a Voiceband transmission path is capable of
transmitting voice fiequencies within the approximate range of 300 to 3000 Hz. A
transmission path is comprised of physical or derived channels consisting of any form
or configuration of facilities typically used in the communications industry.

Issued:
Issued By: Julie Patterson
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SECTION 2 —RULES AND REGULATIONS

2.1 Undertakln of the Com an

2.1.1 Application of Tariff

A. This tariff sets forth terms and conditions applicable to the furnishing of the
IP Voice Service defined herein offered by the Company within the State of
South Carolina. IP Voice Service is furnished for the use of End Users in
placing and receiving calls within the State of South Carolina.

B. When Services and facilities are provided in part by the Company and in
part by other companies, the regulations of the Company apply only to that
portion of the seivice or facilities furnished by it.

C. When Services and facilities provided by the Company are used to obtain
access to the regulated or unregulated services provided by another
company, or are used by another company as patt of the regulated or
umegulated services offered by that company, the regulations of the
Company apply only to the use of the Company's Services and facilities.

D. This tariff applies only for the use of the Company's Services within the
State of South Carolina. This includes the use of the Company's network to
complete an end-to-end call within the State of South Carolina and to obtain
access to the intrastate and interstate Toll Call services offered by the
Company.

E. The provision of IP Voice Service defined herein is subject to regulations
specified in this tariff and may be revised, added to, or supplemented by
superseding issues.

Issued:
Issued By: Julie Patterson
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SECTION 2 —RULES AND REGULATIONS

2.1 Undertakln of the Com an cont'd

2.1.2 Shortage of Equipment or Facilities

The furnishing of Service under this tariff is subject to the availability on a
continuing basis of all the necessary facilities and technical capabilities and is
limited to the capacity of the Company's facilities as well as facilities the
Company may obtain fiom catrriers to furnish Service Irom time to time as
required at the sole discretion of the Company.

2.1.3 Terms aud Conditions

A. IP Voice Service is offered strictly as an optional feature only to residential
customers subscribing to Time Warner Cable's high-speed cable modem
data service, to its cable television seivice, or to both seivices. Applicants
for Service from the Company are solely responsible for arranging and

paying for the installation of Time Warner Cable cable modem and/or cable
television, service. Customers are responsible for maintaining Time Warner
Cable cable modem and/or cable television service and for paying all
charges associated with such service as and when due. IP Voice Service is
not supported by an in-home back-up power source, and if the electrical
provider and/or Company's cable network or facilities are not operating, the
IP Voice Service, including the ability to access emergency 911 services,
will not be available. The Company accepts no responsibility for Service
outages due to the non-availability at the Customer's premises of Time
Warner Cable cable modem service.

B. Service is provided on the basis of a minimum period of at least one month,
24 hours per day. For the purpose of computing charges in this tariff, a
month is considered to have 30 days.

C. Customers may be required to enter into written service orders which shall
contain or reference a specific description of the service ordered, the rates to
be charged, the duration of the services, and the terms and conditions in this
tariff. Customers will also be required to execute any other documents as
may be reasonably requested by the Company.

Issued:
Issued By: Julie Patterson
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SECTION 2 —RULES AND REGULATIONS

2.1 Undertakiu of the Com an cont'd

2.1.3 Terms and Conditions (cont'd)

D. In any action between the parties to enforce any provision of this tariff, the
prevailing party shall be entitled to recover its legal fees and couit costs
from the non-prevailing party in addition to other relief a court may award.

E. Service may be terminated to the Customer pursuant to 26 S.C. Regs. 103-
625.

F. This tariff shall be interpreted and governed by the laws of the State of
South Carolina without regard for its choice of laws provision.

G. Application for Service, billing, payment, deposit, disconnection, dispute
resolution and other credit and collect procedures are governed by Chapter
103, Article 6, Subarticle 3 of the Regulations of the SCPSC or any
successor provisions.

2.2 Limitatious

2.2.1 Indemnification

A. The Company shall not be liable for any claims for loss or damages
involving:

1. Any act or omission of: (a) the Customer, (b) any other entity furnishing
service, equipment or facilities for use in conjunction with Services or
facilities provided by the Company, or (c) common carriers or
warehousemen;
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2.2.1 Indemnification (cont'd)

(cont'd)

Any delay or failure of performance or equipment due to causes beyond
the Company's control, including, but not limited to, acts of God, fires,
floods, earthquakes, hurricanes, or other natural catastrophes; national

emergencies, insurrections, riots, wars or other civil commotions;
strikes, lockouts, work stoppages or other labor difficulties; criminal
actions taken against the Company; unavailability, failure or
malfunction of equipment or facilities provided by the Customer or third

parties; and any law, order, regulation or other action of any governing
authority or agency thereof;

Any unlawful or unauthorized use of the Company's facilities and

Services;

Libel, slander, invasion of privacy or infringement of patents, trade

secrets, or copyrights arising fi'om or in connection with the
transmission of communications by means of Company-provided
facilities or Services, or by means of the combination of Company-
provided facilities or Services with Customer-provided facilities or
services;

Breach in the privacy or security of communications transmitted over
the Company's facilities;

Changes in any of the facilities, operations or procedures of the

Company that render any equipment, facilities or services provided by
the Customer obsolete, or require modification or alteration of such

equipment, facilities or services, or otherwise affect their use or
performance, except where reasonable notice is required by the
Company and is not provided to the Customer, in which event the
Company's liability is limited as set forth in this Section 2.2;
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2.2.1 Indemnification (cont'd)

A. (cont'd)

7. Defacement of or damage to Customer premises resulting from the

furnishing of Services or equipment on such premises or the installation
or removal thereof;

8. Injury to property or injury or death to persons, including claims for
payments made under Workers' Compensation law or under any plan for
employee disability or death benefits, arising out of, or caused by, any
act or omission of the Customer, or the construction, installation,
maintenance, presence, use or removal of the Customer's facilities or
equipment connected, or to be connected, to the Company's facilities;

9. Any intentional, wrongful act of a Company employee when such act is
not within the scope of the employee's responsibilities for the Company
and/or is not authorized by the Company;

10. Any representations made by Company employees that do not compost,
or that are inconsistent, with the provisions of this tariff;

11.Any act, omission or network condition resulting in the non-availability
of 911, E911, or similar services for any reason including, without
limitation and by way of example only, due to any failure of the
Company's system, interruption of Time Warner Cable cable modem
service or interruption of electric service to Customer's premises (IP
Voice Service is not supported by an in-home back-up power source);

12. Any non-completion of calls due to network busy conditions or network
failures;
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2.2.1 Indemnification (cont'd)

A. (cont'd)

13.Any calls not actually attempted to be completed during any period that
Service is unavailable;

14. Blockages by other providers of services on the public switched
network.

B. The Company shall be indemnified, defended and held harmless by the
Customer or End User from and against any and all claims, loss, demands,
suits, expense, or other action or any liability whatsoever, including attorney
fees, whether suffered, made, insinuated, or asserted by the Customer or by
any other party, for any personal injury to or death of any person or persons,
and for any loss, damage or destmction of any propeity, including
environmental contamination, whether owned by the Customer or by any
other party, caused or claimed to have been caused directly or indirectly by
the installation, operation, failure to operate, maintenance, presence,
condition, location, use, or removal of any Company or Customer
equipment or facilities or Service provided by the Company.

C. The Company does not guarantee nor make any warranty with respect to
installations provided by it for use in an explosive atmosphere.

D. The Company assumes no responsibility for the availability or performance
of any cable or satellite systems or related facilities under the control of
other entities, whether or not affiliated with the Company, or for other
facilities provided by other entities used for Service to the Customer, even if
the Company has acted as the Customer's agent in arranging for such
facilities or services. Such facilities are provided subject to such degree of
protection or non-preemptibility as may be provided by the other entities.
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2.2.1 Indemnification (cont'd)

E. Except as otherwise stated in this tariff, any claim of whatever nature
against the Company shall be deemed conclusively to have been waived
unless presented in writing to the Company within thirty (30) days after the
date of the occurrence that gave rise to the claim.

F. The Company is not liable for any errors and omissions in local directories.
In cases where a specific charge has been made for a directory listing, the
Company shall not be liable for any such error or omission beyond the
amount of such charge.

G. The Company makes no warranties or representations, express or implied
either in fact or by operation of law, statutory or otherwise, including
warranties of merchantability or fitness for a particular use, except those
expressly set forth herein.

H. The Company will not be liable for any charge incurred when any long
distance (Toll Call) carrier or alternative operator service provider accepts
third-number billed or collect calls.

I. Any provisions that limit liability for damages do not apply to the extent
they conflict with Chapter 103, Article 6, of the regulations of the SCPSC.
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2.3 Liabilit of the Com an

2.3.1 General

A. Except as otherwise stated in this tariff, liability of the Company for
damages arising out of either (1) the fmnishing of its Services, including,
but not limited to, mistakes, omissions, interruptions, delays, or eirors, or
other defects, representations, or use of these Services, or (2) the failure to
furnish its Service, whether caused by acts or omission, shall be limited to
the extension of allowances to the Customer for interruptions in Service as
set forth in Section 2.7, following.

B. Except for the extension of allowances to the Customer for interruptions in
Service as set forth in Section 2.7, following, the Company shall not be
liable to a Customer or third party for any direct, indirect, special,
incidental, reliance, consequential, exemplary or punitive damages,
including, but not limited to, loss of revenue or profits, for any reason
whatsoever, including, but not limited to, any act or omission, failure to
perform, delay, interruption, failure to provide any Service, including the
inability to access emergency 911 services during any such failure, or any
failure in or breakdown of facilities associated with the Service.

C. The liability of the Company for errors in billing that result in overpayment

by the Customer shall be limited to a credit equal to the dollar amount
erroneously billed or, in the event that payment has been made and Service
has been discontinued, to a refund of the amount erroneously billed.
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2.4 Service Availabilit

2.4.1 Notification of Service-Affecting Activities

The Company will provide the Customer reasonable notification of Service-
affecting activities that may occur in normal operation of its business. Such
activities may include, but are not limited to, equipment or facilities additions,
removals or rearrangements and routine preventative maintenance. Generally,
such activities are not specific to an individual Customer but affect many
Customers' Services. No specific advance notification period is applicable to
all Service activities. The Company will work cooperatively with the Customer
to determine the reasonable notification requirements. With some emergency or
unplanned Service-affecting conditions, such as an outage resulting fiom a loss
of power or cable damage, notification to the Customer may not be possible.

2.4.2 Provision of Equipment and Facilities

A. The Company shall use reasonable efforts to make available Services to a
Customer on or before a paiticular date, subject to the provisions of and

compliance by the Customer with the regulations contained in this tariff.
The Company does not guarantee availability by any such date and shall not
be liable for any delays in commencing Service to any Customer.

B. The Company shall use reasonable efforts to maintain only the facilities and

equipment that it furnishes to the Customer. The Customer may not, nor
may the Customer peimit others to, rearrange, disconnect, remove, attempt
to repair, or otherwise interfere with any of the facilities or equipment
installed by the Company, except upon the written consent of the Company.

C. The Company may substitute, change or rearrange any equipment or facility
at any time and from time to time, but shall not thereby alter the technical
parameters of the Service provided to the Customer.

D. Equipment the Company provides or installs at the Customer's premises for
use in connection with the Services the Company offers shall not be used for
any purpose other than that for which the Company provided it.
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2.4 Service Availabilit cont'd

2.4.2 Provision of Equipment and Facilities (cont'd)

E. The Customer shall be responsible for the payment of Service charges as set
forth herein for visits by the Company's agents or employees to the
premises of the Customer or User when the Service difficulty or trouble
repoited results Irom the use of equipment or facilities provided by any

party other than the Company, including, but not limited to, the Customer or
User.

F. The Company shall not be responsible for the installation, operation, or
maintenance of any Customer- or User-provided communications
equipment. Where such equipment is connected to the facilities furnished

pursuant to this tariff, the responsibility of the Company shall be limited to
the furnishing of facilities offered under this tariff and to the maintenance

and operation of such facilities. Subject to this responsibility, the Company
shall not be responsible for:

1. the transmission of signals by Customer-Provided Equipment or for the

quality of, or defects in, such transmission; or

2. the reception of signals by Customer-Provided Equipment.

2.4.3 Ownership of Facilities

Title to all facilities provided in accordance with this tariff remains in the

Company, its affiliates, agents or contractors.
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2.5 Obli ations of the Customer

2.5.1 General

A. The Customer shall be responsible for:

1. the payment of all applicable charges pursuant to this tariff;

2. damage to or loss of the Company's facilities or equipment caused by
the acts or omissions of the Customer or of any User, or by the
noncompliance by the Customer or any User with these regulations, or
by fire or theft or other casualty on the Customer's or any User's
premises, unless caused by the negligence or willful misconduct of the
employees or agents of the Company;

3. obtaining, maintaining, and otherwise having full responsibility for all
rights-of-way and conduit necessary for installation of lines, facilities
and associated equipment used to provide IP Voice Service to the
Customer from the Customer's propeity line to the location of the
equipment space described above. Any and all costs associated with
obtaining and maintaining the rights-of-way described herein, including
the costs of altering the structure to permit installation of Company-
provided facilities, shall be borne entirely by, or may be charged by the

Company to, the Customer. The Company may require the Customer to
demonstrate its compliance with this Section prior to accepting an order
for Service.

4. not creating or allowing to be placed any liens or other encumbrances on
the Company's equipment or facilities; and

5. making the Company's facilities and equipment available periodically
for maintenance purposes at a time agreeable to both the Company and
the Customer. No allowance will be made for the period during which
Service is interrupted for such puiposes.
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2.5 Obli ations of the Customer cont'd

2.5.2 Prohibited Activities and Uses

A. The Services the Company offers shall not be used for any unlawful purpose
or for any use as to which the Customer or User has not obtained all

required governmental approvals, authorizations, licenses, consents and
petmits.

B. The Company may require a Customer or User immediately to shut down its
transmission of signals if said transmission is causing interference to others.

C. A Customer or User may not assign, or transfer in any manner, the Service
or any rights associated with the Service without the written consent of the
Company. The Company will permit a Customer to transfer its existing
Service to another entity if the existing Customer has paid all charges owed
to the Company for Services provided pursuant to this tariff. Such a transfer
will be treated as a disconnection of existing Service and installation of new
Service.

2.5.3 Claims

With respect to any Service or facility provided by the Company, the Customer
shall indemnify, defend and hold harmless the Company from and against all
claims, actions, damages, liabilities, costs and expenses, including reasonable
attorneys' fees for:

A. any loss, destruction or damage to propetty of the Company or any third

party, or the death or injury to persons, including, but not limited to,
employees or invitees of either patty, to the extent caused by or resulting
fiom the negligent or intentional act or omission of the Customer or User or
either of their employees, agents, representatives or invitees; or

B. any claim of any nature whatsoever brought by a User with respect to any
matter for which the Company would not be directly liable to the Customer
under the terms of this tariff.
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2.6 Customer E ul ment and Channels

2.6.1 General

A User may transmit or receive information or signals via the facilities of the

Company. A User may transmit any form of signal that is compatible with the
Company's equipment, but, except as otherwise specifically stated in this tariff,
the Company does not guarantee that its Services will be suitable for purposes
other than those described herein.

2.6.2 Station Equipment

A. Terminal equipment on the User's premises and the electric power
consumed by such equipment shall be provided by and maintained at the
expense of the User. The User is responsible for the provision of wiring or
cable to connect its terminal equipment to the Company's point of
connection.

B. The Customer is responsible for ensuring that Customer-Provided

Equipment connected to the Company equipment and facilities is
compatible with such equipment and facilities. All such Customer-Provided

Equipment shall be registered by the Federal Communications Commission
pursuant to Part 68 of Title 47, Code of Federal Regulations; and all User-
provided wiring shall be installed and maintained in compliance with those
regulations. The magnitude and character of the voltages and currents
impressed on Company-provided equipment and wiring by the connection,
operation or maintenance of such equipment and wiring shall be such as not
to cause damage to Company-provided equipment and wiring or injury to
the Company's employees or to other persons. Any additional protective
equipment required to prevent such damage or injury shall be provided by
the Company at the Customer's expense.

C. The Company is not responsible for malfunctions of Customer-owned

telephone sets or other Customer-Provided Equipment, or for misdirected
calls, disconnects or other Service problems caused by the use of Customer-
Provided Equipment.
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2.6 CustomerE ul mentandChaunels cont'd

2.6.3 Interconnection of Facilities

A. Any special interface equipment necessary to achieve compatibility between
the facilities and equipment of the Company used for furnishing

communications Services and the channels, facilities, or equipment of others
shall be provided at the Customer's expense.

B. Communications services may be connected to the services or facilities of
other communications carriers only when authorized by, and in accordance
with, the terms and conditions of this tariff and the tariff of the other
communications carriers which are applicable to such connections.

C. Facilities furnished under this tariff may be connected to Customer-
Provided Equipment in accordance with the provisions of this tariff.

2.6.4 Inspections

If the protective requirements for Customer-Provided Equipment are not being
complied with, the Company may take such action as it deems necessary to
protect its facilities, equipment and personnel. The Company will notify the
Customer promptly if there is any need for further corrective action. Within ten

(10) days of receiving this notice, the Customer must take this corrective action
and notify the Company of the action taken. If the Customer fails to do this, the

Company may take whatever additional action is deemed necessary, including
the suspension of Service, to protect its facilities, equipment and personnel from
harm.
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2.7 Interru tion of Service

2.7.1 General

A. Upon Customer request, the Company will credit a Customer's account for
Service interruptions that are not due to the Company's testing or adjusting,
negligence of the Customer, or to the failure of channels or equipment
provided by the Customer. Before requesting a credit, the Customer will
take reasonable steps to verify that the trouble could not have been
prevented by the Customer and is not in the Customer's wiring or
equipment. For purposes of computing a credit, a month consists of 720
hours. The Company will credit the Customer's account at the rate of
1/720th of the monthly charge for each full hour of any intenuption. In
addition, for Service intenuptions greater than eight (8) consecutive hours,
the Company will credit the Customer's account in an amount equal to the
price of one month of Service.
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2.7 Interru tion of Service cont'd

2.7.1 General (cont'd)

B. No credit allowance will be made for:

1. interruptions due to the negligence of, or noncompliance with the

provisions of this tariff by, the Customer, User, or other common catrier
providing service connected to the Service of the Company;

2. interruptions due to the negligence of any person other than the

Company, including but not limited to the Customer or other common
carriers connected to the Company's facilities;

3. interruptions due to the failure or malfunction of non-Company

equipment;

4. interruptions of Service during any period in which the Company is not

given full and free access to its facilities and equipment for the purpose
of investigating and correcting interruptions;

5. interruptions of Service during a period in which the Customer continues

to use the Service on an impaired basis;

6. intermptions of Service during any period when the Customer has

released Service to the Company for maintenance pmposes or for
implementation of a Customer order for a change in Service
arrangements; and

7. intennption of Service due to circumstances or causes beyond the
control of the Company.
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2.8 Pa mentArran ements

2.8.1 Payment

The Customer is responsible for the payment of all charges for facilities and
Services furnished by the Company to the Customer and to all Users authorized

by the Customer.

2.8.2 Billing and Collection of Charges

A. All Customer bills are due and payable on or before the due date provided
on the bill. If any portion of the bill is received by the Company more than
seven (7) days after the due date, or if any portion of the payment is
received in funds which are not immediately available, then a late payment
penalty may be assessed by the Company, calculated pursuant to 26 S.C.
Regs. 103-622.2 which provides that a maximum one and one half percent
(IY~'/o) may be added to any unpaid balance brought forward from the
previous billing date to cover the cost of collection and carrying accounts in
arrears. Billings for 900 and 900-type charges or non-regulated items are
excluded Irom the balance on which a late charge may be imposed.

B. As provided in S.C. Code Section 34-11-70 the Company may charge a
service for each check returned for nonpayment by a bank. The Company
will furnish proof of the bank charge upon request.

2.8.3 Disputed Bills

If the Customer has a complaint, has a question about, or seeks to dispute
charges, on the bill, the Customer should contact the Company at the address,
telephone number, or e-mail address provided on the bill. If the Customer is not
satisfied with the Company's response, the Customer may contact Public
Service Com&nission of Soutlt Carolina, Post Office Drarver 11649, Synergy
Business Park, 101Executive Center Drive, Columbia, Soutlt Carolina 29211,
(803) 896-5100, (800) 922-1521.
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2.8 Pa ment Arran ements cont'd

2.8.4 Discontinuance of Service

A. If payment is not received within thirty (30) days of the due date, a
disconnect notice will be sent to the Customer. Ifpayment still has not been
received within forty-five (45) days of the due date, then a notice of possible
service interruption will be sent to the Customer. If payment has not been
received within seventy-five (75) days of the due date then a final written
notice will be sent, and atter ninety (90) days following the due date, service
will be interrupted, and the account will be disconnected.

B. If the Customer's account is disconnected due to non-payment, Services
may be reconnected only by paying all past due amounts, a reconnection
fee, and the first month of Service in advance.

2.9 Advance Pa ments and De osits

To safeguard its interests, the Company may require a Customer to make a deposit
before Services and facilities are funushed pursuant to 26 S.C. Regs. 103-621. The
deposit will not exceed an amount equal to two months of estimated monthly recurring
charges for the Service or facility. In addition, where special construction is involved,
an advance payment may be required in an amount equal to the estimated nonrecurring
charges for the special construction and recurring charges (if any) for a period to be set
between the Company and the Customer. The advance payment will be credited to the
Customer's initial bilk

2.10 Taxes and Other Char es

The Customer may be responsible for payment of any federal, state or local sales, use,
access or other taxes, charges, surcharges (however designated), franchise and permit
fees, and all taxes, fees, and other exactions imposed on the Company or its Services by
governmental jurisdictions, other than taxes imposed generally on the Company's net
income.
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2.11 uglification as Residential Usa e

The Company provides IP Voice Seivice for residential use only. The Company will
determine whether the Customer's proposed use is residential based on the character of
the use to be made of the Service. Seivice is intended for reasonable residential usage

by residential customers. Limitations may apply to an excessive number of calls during
a fixed period, heavy usage during business hours, heavy usage concentrated over
consecutive days, or usage that may be deemed to be business use. Service will not be
provided where the proposed use will primarily or substantially consist of a business,
professional, institutional, or otherwise occupational nature. Where the business use, if
any, is incidental and where the major use is of a social or domestic nature, the use will
be considered residential if installed in a residence.

2.12 Use of Customer's Service b Others

2.12.1 Residence Customers

Services provided hereunder are provided solely for the use of the Customer and
members of the Customer's household, except for occasional use of such
Services by visitors and house guests. Customers may not resell such Service to
a third party for any foim of compensation.

2.12.2 Transfers and Assignments

Neither the Company nor the Customer may assign or transfer its rights or
duties in connection with the Services and facilities provided by the Company
without the written consent of the other paity, except that the Company may
assign its rights and duties (a) to any subsidiary, parent company or affiliate of
the Company, (b) pursuant to any sale or transfer of substantially all the assets
of the Company; or (c) pursuant to any financing, merger or reorganization of
the Company.
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2.13 Cancellation of Service

If a Customer cancels a service order or terminates Services before the
completion of the teim for any reason whatsoever other than a Service
intenuption (as defined in Section 2.7), the Customer agrees to pay to the

Company:

A. all nomecurring charges as specified in this tariff, plus

B. any disconnection, early cancellation or termination charges reasonably
incurred and paid to third parties by the Company on behalf of the
Customer, plus

C. 65% of all recurring charges specified in this tariff for the balance of the
then-current term.

2.14 Notices and Communications

All notices or other communications except notice of termination of service which
required to be given pursuant to this tariff will be delivered via e-mail and first-class
maiL Pursuant to 26 S.C. Regs. 103-624.3, when a customer desires to have his service
terminated, may notify the company orally or in writing. The Company or the
Customer shall advise the other party of any changes to the addresses designated for
notices, other communications or billing, by following the procedures for giving notice
set forth herein.
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2.15 S ecialConstructionandS ecialArran ements

2.15.1 Special Construction

Subject to the agreement of the Company and to all of the regulations contained
in this tariff, special constmction and special arrangements may be undertaken

on a reasonable-efforts basis at the request of the Customer. Special
arrangements include any service or facility relating to a regulated
telecommunications service not otherwise specified under this tariff, or for the
provision of Service on an expedited basis or in some other manner different
from the normal tariff conditions.

2.15.2 Basis for Charges

Where the Company furnishes a facility or Service for which a rate or charge is
not specified in this tariff, charges will be based on the costs incurred by the

Company and may include:

~ nonrecurring charges,
~ recurring charges,
~ termination liabilities, or
~ combinations thereof.

The agreement for special construction will ordinarily include a minimum

Service commitment based upon the estimated service of the facilities provided.

2.15.3 Termination Liability

To the extent that there is no other requirement for use by the Company, a
termination liability may apply for facilities specially constructed at the request
of the Customer.
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SECTION 3 —SERVICE DESCRIPTION

3.1 IP Voice Service

3.1.1 General

A. Description

1. IP Voice Service provides a connection to the Company's IP voice
network which enables the Customer to:

a. place and receive calls (including incoming facsimile transmissions)
to and Irom other subscribers to the Company's IP Voice Service
and on the public switched telephone network;

b. access the Company's intrastate, interstate and international IP
Voice Service;

c. access the operator service and business office for Service related
assistance, access toll-free telecommunications services such as 800
toll-free calling, and access E-911 service for emergency calling; and

d. originate calls to the Telecommunications Relay Service (TRS) that
enables hearing or speech-impaired persons using Telephone
Devices for the Deaf (TDDs) or similar devices to communicate with
the hearing population not using TDDs and vice versa. A Customer
will be able to access the state provider to complete such calls.

2. IP Voice Service is not supported by an in-home back-up power source,
and if electrical power and/or Time Warner Cable's cable modem and/or

cable television service are not operating, the IP Voice Service,
including the ability to access emergency 911 services, will not be
available.

B. The rates and charges as quoted in Section 4 for IP Voice Service entitle the
Customer to make calls within South Carolina without paying a toll charge.

C. The provision of IP Voice Service at the rates and charges and terms and
conditions shown is subject to the provisions of other sections of this tariff.
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SECTION 3 —SERVICE DESCRIPTION

3.1 IP Voice Service cont'd

3.1.2 IP Voice Service —Package A

A. General

Package A provides customers with access to the IP Voice Service as described

herein, including the ability to place and receive calls (including incoming
facsimile transmissions) to and from other subscribers to the Company's IP
Voice Service and on the public switched telephone network and the
functionality described in Section 3.1.1 herein.

B. Custom Calling Features

Custom Calling Features in (1)—(3) below are included at no additional charge
as part of the Company's IP Voice Service—Package A described in this Tariff.
Accordingly, under Package A, there are no monthly recurring charges
associated with the features set forth below.

1. Call Waiting

When a Customer is making a Call, a short spurt of tone signals the
Customer that an incoming call is waiting. The tone is heard only by the

Call Waiting Customer, while the incoming caller hears a regular

ringing signal. Flashing the switchhook holds the first call while the
second is answered.

2. Caller ID

Allows a Caller ID display unit to display the name and number of
incoming calls.

3. Call Waiting with Caller ID

When a Customer is talking on the telephone, allows a Caller ID display
unit to display the number of an incoming call. A Customer-provided

visual display unit is required to interact with this feature.
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SECTION 3 —SERVICE DESCRIPTION

3.2 Miscellaneous IP Voice Services

3.2.1 General

A. Terms and Conditions

1. The features in this section are included in the Company's IP Voice
Service offering.

2. All features are provided subject to availability: Features may not be
available with all classes of Service. Transmission levels may not be
sufficient in all cases.

3.2.2 Operator Services

A. Directory Assistance Service

Directory Assistance Service (411) is furnished upon Customer request for
assistance in determining telephone numbers. Customers will be charged for all

requests, including requests for listings that are not found.

B. Directory Assistance Call Completion Service

Directory Assistance Call Completion Service provides a Customer calling
Directory Assistance with the option of having the call to the last requested
number completed. A service message will inform the Customer that he or she

may be connected to the requested number automatically for a specified
additional charge.
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SECTION 3 —SERVICE DESCRIPTION

3.2 Miscellaneous IP Voice Services cont'd

3.2.3 Directory Listing Services

The alphabetical directory is a list of names that includes information essential

to the identification of the listed party and facilitates the use of the directory.
The Company reserves the sight to refuse to publish listings which, in the

judgment of the Company, are considered inappropriate.

A. Additional and Foreign Listings

1. Additional Listings are provided in addition to the main listing on a
telephone service. Additional Listings may be used to help locate
another individual in addition to the main listed person in a dual name

listing.

2. Customers may request a Foreign Listing, which is a listing entered in

the alphabetical list of a directory other than that in which the Customer
is regularly listed.

B. Nonlisted Service

At the request of the Customer, any one or all of the Customer's listings

normally published in the alphabetical directory will be omitted from the

directory but listed in the information records available to the general public.

C. Nonpublished Service

1. The numbers of Nonpublished Service are not listed in the telephone
directory or in the information records available to the general public.

2. Nonpublished information may be released to emergency service
providers, to Customers who subscribe to Company offerings which

require the information to provide Service and/or bill their clients, or, to
Customers who are billed for calls placed to or from nonpublished
numbers and to entities which collect for the billed services.
Nonpublished names and/or numbers may also be delivered to
Customers on a call-by-call basis.
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SECTION 3 —SERVICE DESCRIPTION

3.2 Miscellaneous IP Voice Exchan e Services cont'd

3.2,3 Directory Listiug Services (cont'd)

D. Extended Refetral

Upon disconnection of a line the Customer may request an extended
announcement refemng the caller to the Customer's new number for up to three

months fiom the date of disconnect.

3.3 Messa e Telecommunications Service

3.3.1 General

Subscribers to the IP Voice Service will be entitled to place calls to any location
within the continental United States (including the State of South Carolina, as

described in this tariff, but not including the States of Alaska and Hawaii)
without incurring any toll charges. Customers will be billed for calls to Alaska

and Hawaii, and for international calls, in accordance with separate

arrangements between the Customer and the Company.
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SECTION 4 —RATES

4.1 Rates

4.1.1 Service Connection and Related Charges

A. General

l. Nonrecurring charges will apply to Customer requests for connecting,
moving, or changing Service. These charges are in addition to any other
scheduled rates and charges that would normally apply under this tariff.

2. Charges for the connection, move, or change of Service may apply for
work being performed dutdng the Company's normal business hours. If
the Customer requests that overtime labor be performed at a premises on
the day or days of the week other than normal work hours or on

holidays, or interrupts work once it has begun, an additional charge may

apply based on the additional costs involved.

3. Changes in location of the Customer's Service Irom one premises to
another may be treated as new Service connections with the appropriate
Service Charges applying.

4. Connections, moves, or changes of Service that are incidental to
connections, moves, or changes of Time Warner Cable high-speed
modem data service and/or its cable television service will not be subject
to charges under this Schedule of Rates, but may be subject to charges
imposed by Time Warner Cable pursuant to the cable modem subscriber

agreement and/or the cable television subscriber agreement.

5. A Service Connection Charge will apply when a patty already

subscribing to Time Warner Cable high-speed cable modem data service
requests establishment of IP Voice Service. No Setvice Connection
Charge will apply in the case of a party requesting the initial

simultaneous establishment of both Time Warner Cable high-speed
cable modem data service and IP Voice Service.

B. Rates and Charges

Nonrecurring Service Connection Charge $19.95
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SECTION 4 —RATES

4.4 R~tt'4
4.1.2 IP Voice Service Monthly Charges

A. IP Voice Service—Package A

1. Customers subscribing to Time Warner Cable cable television services
and Time Warner Cable high-speed cable modem service.

$39.95

2. Customers subscribing to either Time Warner Cable cable television
service or to Time Warner Cable high-speed cable modem service.

$44.95

4.1.3 Directory Assistance Service

A. Terms and Conditions

1. Directory Assistance charges apply on a per call basis, with a maximum

of two requested telephone numbers allowed per calL

2. A Customer who cannot use telephone directories because ofphysical or
mental limitations may obtain an exemption fiom Directory Assistance
Service charges.

3. Charges do not apply for up to fifty (50) calls per billing cycle from
lines serving individuals with disabilities. To obtain such exemption, the
Customer shall provide the name, address, telephone number and nature

of the limitation for each individual requiring the exemption.
Information contained on the exemption records shall be treated as
confidential by the Company. The Customer shall notify the Company
when the need for an exemption no longer exists.
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SECTION 4 —RATES

4.1 ~Rt t'd

4.1.3 Directory Assistance Service (cont'd)

B. Rates and Charges

1. Per Request $0.40

4.1.4 Directory Assistance Call Completion Service

A. Teims and Conditions

1. Directory Assistance Call Completion Service is furnished only where

facilities are available. Directory Assistance charges and, if applicable,
normal usage charges apply in addition to a Directory Assistance Call
Completion Seivice charge.

2. When a caller requests more than one number fiom Directory
Assistance, Directory Assistance Call Completion Service is offered
only for the last number requested.

3. The Directory Assistance Call Completion Service charge applies only
to calls actually completed.

4. The Directory Assistance Call Completion Service charge will be
credited for completion of calls to the wrong number, incomplete
connections or calls with unsatisfactory transmission.

5. The Directory Assistance Call Completion Service charge does not

apply to disabled persons who are exempt from the Directory Assistance
charge pursuant to this tariff,

B. Rates and Charges

1. Per Completed Call $0.70
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SECTION 4 —RATES

4.1 R~tt'd
4.1.5 Operator Service

A. General

1. Calls may be completed or billed with live or mechanical assistance by
the Company's operator center.

2. Calls may be billed collect to the called party, to an authorized third

patty number, or to the originating line. Calls may be placed on a
station-to-station basis, or to a specified party (Person-to-Person) or
designated alternate.

3. Charges for operator services will be credited to the Customer for calls

completed to a wrong number, for incomplete connections, or for calls
with unsatisfactory transmission.

4. When the Customer requests an operator to dial the called number, an

Operator Dialed Surcharge will apply in addition to the applicable
Service charge as set forth below.

B. Rates and Charges

1. Operator Placed Direct Call

2. Collect Call Surcharge

3. Person-to-Person Surcharge

4. Operator Calls per minute extra rate

5. Busy Line Verification Service Charge

6. Emergency Interrupt Service Charge

$1.30 per call

$1.70 per call

$3.70 per call

$10.15 per minute

$2.50 per call

$15.00 per call
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SECTION 4 —RATES

4.1 ~Rt t'4

4.1.6 Nonlisted Service

A. Terms and Conditions

The Customer indemnifies and saves the Company harmless against any and all

claims for damages caused or claimed to have been caused directly or indirectly

by the publication of a listing which the Customer has requested be omitted
fiom the telephone directory or the disclosing of such a listing to any person.
Where such a listing is published in the telephone directory, the Company's
liability shall be limited to a refund of any monthly charges assessed by the

Company for the particular Nonlisted Service.

B. Rates and Charges

1. Nonrecuning Charge

2. Monthly Charge

$5.00

$1.50
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SECTION 4 —RATES

4.1 R~tt'd
4.1.7 Nonpublished Service

A. Terms and Conditions

1. The customer may be subject to nonrecurring and monthly recurring
charges, as specified below, for Nonpublished Service.

2. Incoming calls to Nonpublished Service will be completed only when
the calling party places the call by telephone number. The Company will
adhere to this condition notwithstanding any claim made by the calling
party.

3. No liability for damages arising from publishing the telephone number
of Nonpublished Service in the telephone directory or disclosing the
telephone number to any person shall attach to the Company. Where
such number is published in the telephone directory, the Company's
liability shall be limited to a refund of any monthly charges assessed by
the Company for the Nonpublished Service.

4. The Customer indemnifies and saves the Company harmless against any
and all claims for damages caused or claimed to have been caused,
directly or indirectly, by refusing to disclose a nonpublished telephone
number upon request or by the publication of the number of a
Nonpublished Service in the telephone directory or disclosing of such
number to any person.

B. Rates and Charges

1. Nonrecurring Charge

2. Monthly Charge

$5.00

$1.50
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SECTION 4 —RATES

4.2 Miscellaneous Rates

4.2.1 Service Change Charges

Service Change Charges apply per line when a Customer requests a change in

existing Service.

A. Telephone Number Change —A charge may apply to each Customer-

requested change in telephone number.

B. Directory Listing Change Charge —A charge may apply to each Customer-

requested change in directory listing.

C. Rates and Charges

1. Nonrecundng Charge for

Telephone Number change

$10.00

2. Nonrecurring Chru ge for

Directory Listing change

$10.00

4.2.2 Change of Responsibility

A. Terms and Conditions

When acceptable to the Company, an applicant may supersede Service of an

existing Customer where an arrangement is made by the Customer and the

applicant to pay all outstanding charges against the Service. The applicant must

also make arrangements to become a Time Warner Cable cable modem service

customer. No non-recurring Service connection charge will be due from the

applicant under this Tariff if the applicant becomes a Time Warner Cable cable

modem service customer and a Customer for Service provided under this Tariff
at the same time.
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SECTION 4 —RATES

4.3 Promotional Offerin s

From time to time, the Company may elect to offer promotional programs that shall
waive, for a specified period of time not to exceed six (6) months, in whole or in part
(1) any installation fee and/or (2) any recurring nonrecundng fees for any services other
than local voice service or intrastate toll service. The promotional programs will be
filed in advance with the Commission by letter. A promotional program may not waive
any surcharge the Company is required to assess by Rule adopted by a State Agency or
by statute. Promotional programs offered under this tariff shall not alter any term or
condition of any service except with regard to the rate charged for the service.
Descriptions of specific promotional programs, including the effective dates of the
promotion and the rates to be charged under the promotion, shall be provided to the
Commission on or before the offering date of the promotional programs. These
descriptions shall be kept with the terms and conditions maintained by the Company.

4.4 E~tR t

The Company may offer special rates or rate packages to its employees or employees of
its affiliates.

4.5 M~ktn

As a telephone utility under the regulation of the Public Service Commission of South
Carolina, Company hereby asserts and affirms that as a reseller of intrastate
telecommunications service, Company will not indulge or participate in deceptive or
misleading telecommunications marketing practices to the detriment of consumers in
South Carolina, and Company will comply with those marketing procedures, if any, set
forth by the Commission. Additionally, Company will be responsible for the marketing
practices of its contracted telemarketers for compliance with this provision.
Company understands that violation of this provision could result in a rule to Show
Cause as to the withdrawal of its certification to complete intrastate
telecommunications traffic within the state of South Carolina.
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